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PREFACE 


Twenty years ago, Russia presented her first five-year plan. Her 
* phenomenally rapid rale of industrialization and economic growth in 
the years 1928-40 (although not so extensive as "official” figures indi- 
cated) attracted the attention of all the major nations of the worUl. 
Their interest in planning was furthered by the ecotiomic distress 
brought on by the war. 

In the United States, there is almost complete ignorance of the 
planned economy, and the disposition is to dismiss it without examina- 
tion, on the grounds that planning is un-American or inefficient. At 
any rate, those who control government or means of communication all 
too frequently view with distrust the substitution of economic designs 
for capitalism, which permits the expression of the voice of the people 
in the market place through the exchange of money of goods and serv- 
ices. Under the capitalist system, the allocation of economic resources 
is determined by businessmen responding to preferences expressed by 
140 million consumers; but under plantiing the hated bureaucrat may 
determine what is to be produced and when. 

This book stems from an awareness that planning is on the march, 
and that we should know more about it; that once underlyiiig condi- 
tions have suggested its need, putting on blinders will not save us from 
planning; that an examination of plans throughout the world will reveal 
their objectives and their manner of operation, and finally will indicate 
the lines, if ever extension of planning is required in the United States, 
along which American planning might proceed. Even in peacetime, with 
the world as it is, we are likely to have to advance on our own plan- 
ning front; in war, disregard of planning may prove to be a major 
catastrophe, as our experience in the last war suggests. 

In this volume, we present the essentials of plans for fourteen coun- 
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trie^. accduntinj' for about one-half of the worUl's population and tliree- 
(piarlcTS of the world s income. Planner, capitalist, planner-capitalist, 
and capitalist-planner — all of these shouUl be aided by having available 
within the confines of a sitigle volume the essentials of economic plan- 
ning everywhere. The rea<ler can herein discover the goals of planners, 
the range of planning in major countries, the degree to which central 
decisions supplant those of private enterprise, the extent to which the 
planned economy is compatihle with free enterpri.se. the degree to which 
it corrodes capitalism, and the manner in winch the goals selected are 
to he reached. The ahsence of at) index indicates the need to examine 
the plans, if not in their entirety, at least hy sections. The detailed Table 
of Contcjits should ade(|uatcly guide the reader to that aspect of the 
plans or the analysis he wishes to examine. 

1 he plans presented here are the most important now in operation 
throughout the world. '1 hey are chosen not for their recency, but for 
the degree of planning they reveal. They stress the place of planners in 
the system; the impact of planning on capitalism: the relative depend- 
ence on controls, incentives, and the pricing system: and the allocation 
of resources to consumption, capital-building, government, and war. 

Although it is hoped the reader will himself examine these ])lans. 
the editor would ease his task. Me ha.s. in some 60.000 words, sketched 
in the background of the plans and discussed briefly both the theory of 
planning and the economic cotxlitions which gave rise to the plans.' He 
has also analyzed the various plans with particular reference to their 
treatment of the ])roblcms of full employment, productivity, industriali- 
zation and finance, inflation and related questions, and international 
economic relations. A final chapter is devoted to the progress of the 
plans. The plans, howciH'r. arc the heart of this book. 

I am indebted to Mrs. Margarita Willfort, Miss Lillian Buller, Mrs. 
Daniel Cheever and Mrs. Anna Thorpe for help with this volume. 
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CItapler 1 


Iiilrodiiction 


I lie Ascendancy of Plannin'j 

' O 


ipLANNixc has no place under f-urc capitalism, for it chx-s not allow 
i much room for ilie capitalist trinity— sovereignty of tlie consumer, 
the tyranny of the price system, and the quest for profits.* In a planned 
economy, the economic tircliitects generally determine what use is to he 
made of limited resources and. therefore, to some extent impair tlie 
sovereignty of consumers. Their targets are set according to an ohjectivc 
determined by the state, e.g., producing for war or raising the mass 
standard of living, and thus do not allow price and income nun’ements 
to regulate the productive process ; and since these goals are selected by 
the general lioard of strategy, acting for the jiarty, the government, or 


TIk- reader will find an inicrc-tnig discussion of tlie compatiJ.ility ..f i.laiming 
and the sovyeignty of the coiiMin.cr in t«o excellent lx>oks r,„ plain, ing_B 

r?.; /Tv?- '"‘fr especially pp. 55-78; and C. Landaucr; 

(fr (revised edition, 1947). esi>enally pp. 16-37. 

Airs W outton contends that the average citizen docs not chcrisl, consumer sover- 

unaware of enjoying this privilege; and that a planned 
econom> even with freedom of choice, necessarily results in a different output 
!:?' a planless economy. For his part. Professor Landauer docs not see 

^\hy democratic pliuuiing should compromise on consumcr.s' sovereignty or vicld a 

‘hat given by consumers' choice inuler an un- 
planned economy. ^ct Professor Landauer shows that the planned society will 

relative to the present more than the individual, and hence will 
a savings relative to spending (and reduce consumption); and in 

Tui . " .1 *he over-saving problem can be treated much more effectively 

tnan m the unplanned economy (pp. 118-20). 
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the people, the planiic<l economy siipj>lant> the entrepreneur, who is the 
human maijneto in tlie capitalist machine. 

Indeed, some cconomi.sls try to reconcile planning and capitalism — 
perhaps the most notable example is Professor Lanclauer, cited above. 
^'ct. according to Dr. Landauer. the government will vary the propor- 
tion.s between spciuling and saving, and will clearly reduce risks and 
contain the role of the entrepreneur. Thus even democratic planning 
involves .serious departures from the capitalist system.' 

In 1913. the planned economy existed only in the minds or scrih- 
blings of leftward theorists. As recently as 1930, the average economist 
reacted violently to the suggestion that a ])rogrammed economy might 
embody some logic. But much has happened since 1930. The world has 
observed three five-year plans in the USSR effect an unparalleled 
expansion and industrialization, as well as a strengthening of the mili- 
tary machine. During this same period capitalist countries were under- 
going a paralysis or. at the very least, a temporary breakdown of their 
system, with a proliferation of social diseases: falling prices, unemploy- 
ment. and obstructions to trade. Then all economics — planned and 
unplanned alike — experienced war, with its insatiable demand for 
materials and men, and the consequent pressure to conserve and plan.^ 

L’luler conditions of the last fifteen to twenty years, few countries 
could afford to be without at least some degree of planning. Most of their 
])lans wore, indeed, of the shotgun variety, and their parallel to Russian 
planning was not close. \ot only did their efforts lack a constructive 
])rogram based on carefully chosen objectives, but the plans themselves 
did not even call for pm’cutii'c measures., A simple analog)' is the 
comparison between an attack on the Japanese beetle with a DDT spray 
gun after the beetle or the nippe<l leaf has been observ'ed (capitalist 
planning in the thirties), and jjcriodic sprays of vulnerable trees and 
plants with DDT in anticiixition of the infection by beetles (preventive 
planning). A general plan, beyond the preventive type, which would 
operate in marionette fashion, with a central board pulling the strings 
and yielding a productive and distributive pattern according to precon- 
ceived objectives, was far from the therapy used by American and British 
practitioners. They would patch up the old system, and rely largely 
on the incentives and rules of capitalism. 

^With the coming of war, planning on the Russian model came to 
the front. The woeful ignorance of the war planners concerning Russian 
experience was to prove costly. Indeed, a number of outstanding 
theorists and analysts of the Russian system and of other planned 
economics had demonstrated that such an economy could work,* and 
others examined the Russian economy in order to discover how it had 


■Landauer, Lange, Lonvin, Pigou, Schumpeter, and Wootton. 
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worked.^ Still others — while admitting- the theoretical ]•( p^^ihiluv of a 
well-functioning planned economy — were extremely skeptical «ii the 
possibility of finding the brains to operate the switchbtinrd of t!ie 
economy without getting the wires crossed.^ 


It is not my intention to write a learned discourse on the tlieorc of 
planning. My objective is rather to reproduce the plans and to suggest 
the background, the essentials, and the similarities and dissimilarities of 
/ the plans. ^ Since writing the above. Professor F.A. Ha\ ck has put to- 
gether anti-planning theory in his interesting and helpful \-t>Iume. In- 
dividualism and the Economic Order (1948j. Even more recently Pro- 
fessor A. Bergson has presented a brilliant survev of the literature on 
planning. In addition to the names mentioned already, lie considers the 
contributions of Marshall, Wright. Pareto, Barone, Lerner, Mises, Dick- 
inson, Taylor, Robbins, and others. According to Bergson, it is neces- 
sary to determine ends— e.g., consumer sovereignty, savings and invest- 
ment, communal consumption, income distribution, jirovision of military 
I>otential.< It is also required to suggest the optimujii conditions— e.g., 
are factors combined in every industry in a technologically optimum 
manner? He also discusses many other vital issues: the administrative 
problems raised; the competitive solution (with frced<jm of choice, and 
with the problems of management, forecasting, rigidities atid in- 
eriualities of income); the transition problems; the centralist solution 
with its "Method of Balanced Estimates" under which the Central 
Board checks planned requirements of commodities and sendees with 


planned supplies ; and he suggests when the centralist approach may be 
more helpful than the competitive one.® 

Unfortunately, many who went to Washington in 1940 and later 
years to operate the war economy were abysmally ignorant of Russian 
histor}’, and, in particular, of Russian successes and failures in planning. 
Othenvise, they would have urged the adoption of a general plan much 
earlier instead of waiting to be forced, step by step and tardily, towards 
a planned economy. They also could have avoided many errors which 
the USSR had made in the incipient stages of planning— e.g.. insti- 
tuting a system of priorities for raw materials without an adequate 


census of total supplies, a priority system for materials not related to 


the final products required, or a control of prices independent of wage 
and manpow'er control. To put into operation a fully planned economy 


• Baykov, Bergson, C. Clark, Dobb, Gcrschcnkron, Sweezy. 

* Hayek. 

*A. Bergson: “Socialist Economics” in A Sun-ey of Contemf'orary Economics 
edited by Howard S. Ellis, 1948, pp. 412-48. Also see the helpful volume, A t’ 
Lauterbacli : Economic Security and Indhidual Freedom; Can IVv Have BothT, 
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takes time; and blunders and fumblin" are likely to accompany any 
movement towards one. But an awareness ot the interrelation of the 
various parts of the economy, and of the price structure, would have 
clarified the ultimate objectives; particularly was this true for the 
businessmen— ordinarily contemptuous of plans and planners — now in 
the unenviable position of bavin" to organize the allocation of scarce 
resources and to implement their system bv appropriate pricing. 

'Especially since the end of the war. planning has been in the ascend- 
ant. Russian experience and influence, the devastation brought on, by 
war, an imiiainnent of confidence in unplanned capitalism, the planning 
“know-how” acquired in war. and finally the increased support given 
a jdanned economy by writers, theorists, and intellectuals generally— 
all these conditions Ivlp to explain the large advances being made to- 
ward a planned economy. 

The average European regards unplanned capitalism as a luxury 
which only a rich countiy can afford. On being pressed bv an American 
obseiA'er for the reasons for the British choice of socialism, the great 
Liberal. Lloyd George, said that with the large prizes of a d>’namic 
society not open to them, the British could not afford the losses incurred 
under capitalism. • 


Liberty and Incentives 

This book is principally concerned with economic issues; and from 
a |)urely economic viewpoint, numerous advantages of the socialist state 
can tiot be denied. For example, it can achieve a distribution between 
I)ro(luction of essentials and non-essentials apparently impossible for 
the capitalist state. Surely, no well functioning planned society would 
allow cxiK*nditurcs of $3 billion on education and $2 billion on social 
security, as in the United States, in contrast with cxi>enditures of $7 
billion on alcoholic Ixjverages. In its concentration on essentials prior 
to producing non-cs.sentials, the economy of the USSR has much to 
recommend it. (However, to change the pattern of expenditures would 
interfere with freedom of choice.) 

In a nation with an economic system like that of the USSR, social 
criteria may determine the allocation of resources, f Its manpower is not 
dissifuted in the operations of selling and distribution — certainly one- 
half. or even one-third, of its resources does not drift into these channels. 
Xcithcr does it tolerate the uneconomic level of output, with high per 
unit costs, which results from the restrictions and waste furthered by 
monopolistic competition. 

*The USSR is not troubled by excessive salesmen and advertisers, 
while the factories arc short of labor ; and unlike British post-war ex- 
perience, purchasing power is not shunted disproj^ortionately to tobacco, 
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alcohol, and entertainment. Surely the USSR would not permit a in- 
dent body of three millions in higher institutions of learning, even 
though the long-run market demand is not likely to ah>orh oiu'-hali .f 
this niimhcr. Tlie Gosplan would detenninc the numher' recjtiired. and 
through various tests the Commissariat for Culture would make sure that 
largely irrespective of income anti proximitv to colleges, the Micce"tul 
candidates were selected accorditig to promise. 

C nplanned capitalism is not clearly superior to sociali’^in ou eco- 
nomic grounds — and especially when the plantie<l socict\ can capitalize 
on the early gains made hv dynamic capitalism. In this hrief survey. J 
shall not list the well-known advantages of unplanned capitalism. For 
example, profits are surely an cfifective incentive: hut the planned societ>- 
also provides incentives for managers and workers. In fact, incentives 
are universally sought for the Russian workers, whereas American trade 
unioiKs frequently spurn incentive programs. 

tThe most serious doubts concerning the planned economy revolve 
around the issue of liberty; for the planned society still has 'to imnc 
that It can achieve its economic goals without the loss of fundamental 
liberties, without the i>olice state, and by the use of incentives < the 
carrot) rather than compulsion (the stick). The U.SSK has no free- 
dom of si>eech. of assembly, or of the press. Compulsory labor seems 
to he practiced now, although it apparently was rclativclv restricted until 
the war period. Once the entire system attains maturity and achieves a 
high state of industrialization, the freedom to choose an occupation may 
well he regained. Increasingly it relies on incentives — pay according to 
results, improved housing to effect a desired redistribution of lalxir, 
increased rations for those doing heavy work, production of luxurv 
goods to stimulate the co-oi>eration of high-priced workers. The Rus- 
sians still have to prove, however, that their planned society can co-exist 
with the other fundamental lil>ertics.' 

^In his discussion in Pull Enifi/oy/ticn/, Lord Ilevcridge stressed the 
compatibility of a planned society and the retention of fundamental 
freedoms, r But he was prepared to accept direction of investment, and 
of labor. \ Post-war Britain at first limited its controls to imports, foreign 
exchange, licensing of factories, limited price control, rationing, and 
allocations. A serious leakage of re.sources to non-essential .areas de- 
veloped, however. With the dollar crisis of 1947, reflecting hotli a 
production and a foreign exchange problem, the British extended their 
controls to labor. Even in the British planned econoniy, the issue of 
freedom rise.s ominously. Is there a stopping point between capitalism 
and a planned economy, short of complete control by the state and the 
disappearance of essential liberties? 

The world anxiously aw'aits the results of the British experiment. 
Americans will be more disposed to accept a planned economy if it is 
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proved to l)e practical without serious infringements on liberty. Whether 
compatible witn freedom or not. however, the disposition to accept 
dictation by a planning board will depend in no small part upon the 
results acliieved by unplanned capitalism, and u|X)n the crisis engen- 
dered by the post-war political situation. If the capitalist machine 
suffers from magneto trouble or if it creaks and groans, those in distress 
will seek a way out : and to many, bread and housing will seem more 
important than liberty. (This assumes the masses are free.) 

Of this we may he reasonably sure : With the outbreak of war, in 
its likely proportions, capitalism and liberty will prove to be too expen- 
sive a luxury.® 


Problems of Planning 

Americans are not so well informed on planning as they should be. 
In part, their ignorance stems from a smugness concerning the strength, 
flexibility, and resilience of capitalism, and in part from a fear that 
publicity for alternative systems might jeopardize the continuance of 
capitalism. An additional difficulty is that theorists writing on the 
planned economy address a small but select audience : they are econo- 
mists' economists. The ignorance further results from the inaccessibility 
of the plans — a gap which this book attempts to fill. 

It is indeed unfortunate that Americans know so little about the 
planned economy. < In this quasi-war world, a planned society may be 
just around the corner. Even in a peaceful world, the sur\'ival of a 
capitalist society, an island in a socialist sea, is not probable. Capitalism 
may well l>e but a stage in the historical process from feudalism to 
socialism. Moreo\'cr. our present system contains large elements of 
planning. For all these reasons, we should examine the various plans 
with a view to comparing the unplanned capitalist system, the capital- 
ist system with some planning, and the fully planned non-capitalist 
system, so that, insofar as we embark on a planned economy, we profit 
from the mistakes of other countries which have had more exjierience 
with planning.* 


Types of Plans 

I Few countries are without plans today. Approximately two-thirds 
of this volume is devoted to the reproduction of plans which will give 
the reader an adequate idea of the varying types now in operation. At 
one extreme is the Five-Year Plan (1946—50) of the USSR, which 
controls the use of virtually all resources and labor in the countrj’ and 


• This problem is further discussed in Chapter II. 
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determines the distribution of resources i 1 • tor investment, on the one 
hand, and consumption, on the other, (2) tor public as against ]'>rivate 
enterprise, (.3) for the production of necessaries as against luxuries. 
(4) for domestic against foreign use, (5i tor peace or for war. At 
the other extreme is the United States which has a plan tor acliicving 
and maintaining high levels of employment with mmimiini government 
interference. In between, are various kinds of ]>Ianncfl and semi-plauned 
economies. 

f ' Czechoslovakia and Pola nd look Eastward in their two- and four- 
year plans; they advance towards nationalization, jniblic command over 
. distribution of economic resources, and a partial atrophy «'f the profit 
motive. Private enterprise still controls a significant j«irt t>f the econ- 
omy. and incentives, relative to compulsion, probably have a larger place 
than under the Russian regime*. Argentina, determined to free itself 
from the foreign domination which has created high prices for imjMirts 
and dej>endence on foreign economies, also moves towards a regimented 
society: one of its main goals is industrialization. • 

The British at first (’1944) were content to rely primarily on private 
enterprise; they imposed only those governmental restrictions nec<lcd to 
attain international co-operation consistent with trade stability, and to 
assure priv’ate spending compatible with high levels of employment and 
adcfiuacy of total spending. Government might indeed offer a mild dose 
of Keynesian medicine, and, in particular, step in promptly to prevent a 
small decline from snowballing into a major depression. By 1947, how- 
ever, a Labour government was prepared to go further. \\ e shall re- 
produce and comment on later reports. 

^The Netherlands presents an annual budget of resources and re- 
quirements; and in the deficient economy of tiie post-war, it proposes 
^ to attain the optim\tm distribution of its limitecl resources with the 
minimum use of controls.’ Apparently the work largely of the brilliant 
Dutch economist Professor Tinbergen, the Dutch “Bu<lgct of Resources 
and Requirements” marks a milestone in the advance towar<ls ‘'capi- 
talist planning.” Norway’s diagnosis, prognosis, and program, like the 
Netherlands’ budget, marks an important advance; but controls play a 
large part in the Norwegian plans. 

/ France stands midway between the planned society of Russia and the 
relatively planless society of the United States. Under the Monnet Plan, 
the French propose modernization, a rise in productivity, concentration 
on production of crucial factors and materials (e.g., power, coal, irtm) 
and a careful husbanding of scarce resources (e.g., labor, foreign ex- 
change). Compulsions and incentives are l>oth to help attain the objec- 
tives for the years 1947-50^ 

For countries invaded and reduced to a low economic state (e.g., 
Germany, Japan, and Greece) , the problems are somewhat different : the 
plans emanate from outside, or under external pressure. Serious short- 
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ages of loud and raw materials which paral\zc the economies; intlation, 
the symptom (.f disease; short-run replenishment of inventories; and 
improved distrihution — these are the problems to he faced. 

India is on still another footing. Under the Bombay Plan, sponsored 
by private interests, emphasis is placed upon industrialization and rising 
productivity, with an accomjwnying trebling of income in fifteen vears'. 
The planners spread light over the distant goal; but they make no at- 
R'lnpt to build the road to it. or even remove the nnderl)ru>h. Their plan 
is little more than a statement of objectives, and an exercise in arith- 
metic. 


Plan of This Book 

This cliapier, as well as Part I. which deals with planning and eco- 
nomic conditions, is introtluctory. In Part II, wc compare and analyze 
various plans. 

Part III of this volume presents plans (and brief introductions) for 
eleven countries which account for one-half the world's population.^ At 
the present level of printing costs, it was not practical to republish the 
plans in their entirety: hut the essentials are made available; enough 
is reproduced to indicate the objectives, the manner of attaining them, 
and. frequently, the pliilosophy of the planned society. For the most 
part, the analysis is iiiclu<led, the details omitted. 

As safe generalization form Part I is that enthusiasm for planning 
varies inversely with the deterioration of economic conditions. In sejxi- 
ratc chapters, in Part II, we analyze the plans from the viewpoint of 
tlicir treatment of full employment, productivity, industrialization, in- 
flation, and international economic relations. 

In short, this volume consists essentially of the plans themselves, 
wliich require about two-thirds of the space, and their analysis, which 
consumes one-third. Those who want to learn about planning now W'ill 
have at their disposal the essential [xirts of the Moutict Report for 
Frouce. the Fonr//i Pive-Vear Plan of the USSR, the intriguing Boiii- 
bay Report for India, the White Pai>er of the British Coalition govern- 
ment on E\iiplo\meut, and the Socialist government Eco}wmic Survey of 
I947> the crucial Two-Vear Plan of Ccechoslm'ahia, and the Four-Year 
Plan for Poland, the interesting FAO Report on Greece, and the tech- 
nically brilliant Budget of Resources and Requircnicuts for the Nether- 
lands and Norway, the highly descriptive lYhitc Paper for Japan, and 
tlie State Department Snn'cy of the Genuan Economy, In addition, in 
the course of our analysis we also consider some aspects of Swedish, 
Belgian, Australian, Canadian, and South African plans, and include 

^ In addition, brief excerpts or (and) comments arc presented for Australia. 
Canada. South Africa, Sweden, and Belgium. 
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some relevant material for the United States, and part of the British 
Four-Year Plan, 1949—1953. 

Those \vho will take the time to read the plans and tlic analyses, will. 
I am sure, have a better understanding of the planned economy; they 
may examine the capitalist economies with minimum elements of {)lan- 
ning, and, one after another, economies with increased elements of 
planning. ^The road from capitalism to planning is marked (in order) 

I by signposts for Canada and the United States, India. Australia. Xethcr- 
lands. Norway, the Argentine, France, Czechoslovakia, Poland, and, 
finally, the USSR, Germany, Japan, and Greece are side roads, with 
their connecting links to the main arterj' not clearly defined./ 




Part One 


ANALYSIS 



Chapter II 


Elements of Plannins: 


Allocation of Resources under Capitalism 


precludes more than a brief and elementary treatment of plan- 
ninp. The reader who wishes a full discussion of the problems in- 
volved should constdt the books referred to in this and the preceding 
chapter.* That Americans know so little about the planned economy is 
not to be explained by the failure of a number of distinguished writers 
to urge consideration of the problems. 

I .start with a few obvious remarks. 'Planning is part of the life of 
all of us. Tlie housewife plans her budget and allocates her time ; and 
the business man similarly budgets his time and resources. Planning is 
not new in American official life. Surely, Hamilton’s plan for developing 
manufacturing was an early proj^sal for a planned economy ; and there v 
have been numerous plans in American history e\'cn before the New 

* Inter alia the reader should consult B. Wootlon: Plan or No Plan (1935) ; 

G. B. Galloway and Associates: Planning for .■^wimVa (1941 ; the bibliography in 
this volume is extensive and excellent); L. L. Lon.vin: Posixear Plans of Ihe 
United Nations (1943) and Time for Planning (1945); C. Rodgers: AmericaH - 
Planning (1947) ; C. Mcrriam on “Planning” in S. E. Harris: .Sotinj American 
Catitalism (1948; see particularly references given there) ; L. Robbins; Economic 
Planning and Intenialional Order (1937). This is by no means an exhaustive list. 
Finer. Gauss, Lcmcr, Lippmann, Ezekiel. Cole, Coyle, Soule, Mumford and various 
authors of the National Resources Planning Board are among distinguished writers 
who have analyzed the problems of planning. In this country, Merriam, Lorwin, and 
Galloway especially should be singled out for their contributions over a generation 
to the clarification of the problems of planning. Cf. also the Bergson article, op. cit., 
for the main advances in the thcorj' of planning. 
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Deal, by the introduction of the National Resources Planning Board, 
accelerated the movement to plan. 

Planning before the introduction of the Economic Budget of 1946 
was, however, sporadic and limited. As one observer noted, New Deal 
planning was remindful of Don Quixote jumping on his horse atid riding 
in all directions at one time. Characteristic of the plans introduced in 
this volume is the interest in the economv as a whole. 

Before turning to some aspects of planning, we should make some 
I general comments on planning, f It is possible to plan for a capitalist, a 
socialist, or a fascist state; and, in fact, all types of government indulge 
in planning — note in this volume plans for this countr)', for the USSR, 
and for the Argentine. Planners necessarily liave to suggest objectives, 
policies to achieve them, ami various checks to assure that progress is 
being made towards the selected goal. This goal may be a class-less 
society with fair distribution of goods and non-wastage of resources: 
or it may be a mobilization of resources for war and for favoring privi- 
leged classes. It is not necessary to have a completely planned society 
or no planning at all. Limited planning objectives are quite common ; 
even planning in the USSR is not all pervasive. ’ Those who are fearful 
that government might deprive them of special privileges arc in no small 
part responsible for the all-or-none myth about planning. An American 
business man who would call in an architect to plan the addition of an 
extra bathroom costing $2,000 will nevertheless insist that our $230 
billion economy should l)e planless. 

It is necessary to distinguish various types of planned economies. In 
this volume, for example, we present plans by the British Coalition and 
Labour governments. These plans set up objectives and means of achiev- 
ing them. 'Yet Great Britain until very recently did not have a planning 
organization to plan, to integrate, and to check progress. Planning was, 
moreover, largely of the blueprint variety, with little attention given 
to achieving objectives other than proposals for legislation and guides 
for the civil servants responsible for selective controls. The USSR, on 
the other hand, provides for the allocation of most economic resources, 
an allocation based on careful statistical investigations and accounting ; 
and also is prepared to adapt the plan to changing conditions. Produc- 
tion control is the substance of the Russian plans ; but through wage, 
price, tax, and intermittently, rationing programs, the government also 
assumes large responsibilities of distribution. 

^ In a planless society, consumer demand largely, if not exclusively, 
determines what is produced. Consumers’ sovereignty is the cornerstone 
of the system ; and it is the task of the producer to anticipate the needs 
and desires of the consumer. Indeed, in some respects, consumers’ 
sovereignty is a mirage. Producers, in quest of markets large enough 
to yield small-unit costs, and of a differentiation of product which will 
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ca[)ture a significant part of the market for them, will often deprive the 
consumer of his free choice: instead, he will have to buy one of the 
half-dozen leading hraiuLs of cigarettes, automobiles, or soap. \\ ere he 
not influenced by the selling antics of modern business enterprise, the 
consumer would have a very different spending pattern.® and a genuine 
differentiation of products would exist. Actually, he pays more because 
the producer and seller, by imposing a semblance of differentiation, 
reduce output below the optimum level and thus raise unit costs. 
Should the consumer, on the other hand, achieve absolute freedom of 
choice, there might result a proliferation of genuinely differentiated 
I)roducts and a rise of unit costs.! 

> Consumers' sovereignty, impaired as indicated above, nevertheless 
is a dominant clement in the planless society, and not. as we shall see. 
a negligible factor in even the planned one. In a capitalist economy, it 
largely determines not only the allocation of economic resources, but 
also, within the limits set by resources and biological factors, the total 
amount of resources made available. Businessmen, indeed, make the 
decisions concerning the quantity to be produced, the distribution of 
output among capital and consumption goods, and among the sub-species 
of both : to some extent they determine the quality of the items to be 
produce<l. ' They are. nevertheless, servants of the consumers — with the 
resen’ations noted above. In addition, the government to some extent 
protects the consumer from dishonest producers and sellers, and from 
himself, insofar as commodities he desires might be harmful. 

Why Planning Has Advanced 

Why, it may be asked, has planning become not only respectable, but 
also fashionable? \\1iy is there scarcely a countrj* without a plan of 
some kind? Surely, the success of the USSR is part of the explana- 
tion. /Three successive five-year plans, dramatically announced after 
1928, attracted the attention of the outside world. As Russian production 
rose dramatically while the American economic machine groaned and 
creaked and the British and French systems bogged down, inquiring 
minds began to look Eastward, rather than Westward, as they had in the 
twenties. Pilgrimages of businessmen and intellectuals to Moscow be- 
came as fashionable in the thirties as similar trips to New York and 
Detroit ha<l been a decade before. Russian successes, indeed, were not 
so great as official figures might suggest, for there is an upward bias in 
their statistics. They were striking, ne^’e^theless, in the rise of output, 
of productivity, and in the rate of industrialization. No country had ever 

*Cf. B. Wootton: Freedom under Planninff, Oi. iv. Mrs. Wootton shows here 
the relation between prices on the market and prices as determined by free con- 
sumers’ choice. 
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experienced so rapid a transformation from a backward ujjricnltviral 
state to a modern industrial power. Even if. as Professor Schumpeter 
suggests, the proper comparison is not with the Czarist regime of 1'*13 
but with the Czarist regime as it would have been in 1940. the progress 
would undoubtedly have seemed remarkable. It is clear that a planless 
society in Russia would not have achieved nearly so much had progress 
not exceeded tliat of the generation or two preceeding the Revolution. A 
large part of the credit should, of course, go to capitalism, for the 
USSR showed little reluctance in borrowing capitalist techniques and 
technicians.® 

Failures of capitalism, which in the thirties were emblazoned on the 
front sheet of ever)' newspaper and on the minds of every citizen, like- 
wise led to a rising interest in pdanning. Economists and men of action 
had long since abandoned Adam Smith’s thesis of the "Invisible 
Hand" which makes the interest of the entrepreneur and society one. 
Monopoly and restriction of output, tariffs, exploitation of labor and 
consumers — these and other abuses had become too frequent for Smith’s 
dictum to be regarded as tenable. 

rfhe world-wide depression which began in the twenties in some 
countries, and in 1929—30 in this country, was the catalyst which pre- 
cipitated serious doubts concerning the advantages of a planless society. 
Among the symptoms of economic diseases were insufficiency of demand, 
monetary contraction, depreciation in the value of capital assets, sliat- 
tered world trade, collapse of domestic markets, and, with all of these, 
falling prices and rising unemployment. Having recourse first to de- 
flationary measures, men in authority showed little capacity to pull their 
countries out of the quagmire of depression. Only when they changed 
their strategy and relied on expansionist measures were they able to 
ameliorate conditions. Monetar)* expansion (and, where required, ex- 
change depreciation), falling rates of interest, public spending — these 
were the unorthodox approaches to a reversal of economic conditions : 
and they had a substantial measure of success. Experience in the thirties, 
in particular, showed that in a world -of rigidities it was suicidal to rely 
on price and wage flexibility and the automatic functioning of the gold 
standard, the foundation stones of capitalism. 

^Var and its accompanying destruction made planning even more 
popular. During such a period a country must learn how to consen'c 
f resources and how to allocate thenn With the end of war. maximum 
use must be made of limited resources. In order to replace destroyed 
capital goods, to catch up on maintenance, to ration depleted foreign 
exchang e, and to obtain a fair distribution of the limited supplies avail- 

* On the upward bias and inadequacy of Russian statistics, see symposiuni on 
"Appraisals of Russian Economic Statistics" in Rnnetv of Ecouomic Slalislics^ 
Nov. 1947. 
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nble for consumption, it is necessary to plan and to allocate. With the 
rapid depletion of scarce natural resources, in part a result of war, the 
urj'e to consene and allocate increases. 

'1 his brief survey suggests the reasons for the spread of planning. 
Kus.sia’s experiences, the partial breakdown of capitalism in the inter- 
war period, and the aftermath of war are the more important explana- 
tions. L ndoubtedly, the theoretical advances in planning economies 
ofTered by I^ange. Taylor, Schumpeter, Dobb, Lcrncr, Lonvin, Sweezy, 
and others had some influence. 

Freedom and Incentives 

f ^fany view the spread of planning with alarm. Professor Hayck’s 
The Rond to Serfdom reflects this fear. In his view, planning is the road 
to serfdom, as German and Italian exj>ericnce attests; planning and 
freedom are incompatible: and there is no stopping place short of a 
completely regimented society. Lord Beveridge, on the other hand, in 
full Emf'loymcut in a free Society envisages a planned economy in 
which the essential liberties of man are prescr\-ed. Time w’ill tell whether 
Hayck or Beveridge is right.* Surely, Hayek’s analysis suggests that he 
has fallen into an elementary error of logic ; for the fact of concomitant 
variations (e.g., planning and fascism in Germany) does not prove that 
planning brought fascism any more than the concomitance of marriages 
and the appearance of ants in June suggests a causal relation. On the 
other hand, in the Russian state, in which planning has reached its fullest 
<levelopment. freedom is largely lost, even if. as Dobb contends, com- 
pulsory lalxir in pre-war Russia has been the exception rather than the 
rule. The price of a completely planned economy there seems to have 
been a substantial loss of liberty. It is not clear, however, whether im- 
paired freedom can be considered a result of poverty, or of the planning 
which poverty and destruction made imperative. ' Would the USSR 
have had to restrain freedom as much if they had an income per capita 
equal to that of the U-S-.A.? 

In post-war Britain, planning has reached a moderately advanced 
stage. Essential liberties are retained. It remains to be seen whether 
price control, rationing, and allocation in markets for scarce and essential 
commodities arc compatible with the freedom of workers to choose their 

‘The rc.-Klcr will fimi the issues discussed well and fully in H. Finer: The 
Road Ip Reaction (1946), C. Landaucr: Theory of Nalioiml EeoHomic Planuina, 
Cli. VII, .Hid B. WooUon: Freedom under Plaimitifj, especially pp. 137-57. These 
authors discuss the arguments raised against planning by Professor Hayck and in 
particiilar the latter's emphasis on the Rule of Law. the unwillingness to delegate 
authority increasingly to administrators, the inability to pursue a consistent and 
pkanned policy since there is no agreement on ends among the opposing parlies, and 
the relation, generally, of pkmning and liberty. 
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occupations, a strategic liberty. Clearly, price control of essential com- 
modities has led to high prices and profits in non-essential markets; 
scarce labor and resources have, naturally, shifted into these locales, 
e.g., entertainment, hard liquor, tobacco. The crucial issue i.s whether 
m the clepleted economy of the late forties and carl\- fifties, the British 
can establish the required allocation of resources and distribution of 
consumers goods with the aid of a truncated system of controls, or 
^\hether the government will gradually have to assume supcrvisi<»ii of 
the movement of lalwr. to regulate investment, and to allocate not cnlv 
coal, strategic imports, power, and iron and steel, but hundreds of afldi- 
tional itetns. The crisis of 1947 dramatized this vital is.sue. 

^\ hether planning on a substantial scale is compatible with lihertv 
will depend largely on the use made of incentives. Even in the US.SR 
incentives arc an imjMjrtant stimulus for attaining the desired movement 
of labor and high levels of output. There the profit motive for workers 
and managers is by no means ruled out. In the planned economy which 
also cherishes freedom, wages will undoubtedly be adjusted in a manner 
to achieve the desired occupational and regional distribution of workers, 
and to stimulate additional output, ^\'age, price. allcKation. and ration- 
ing controls. supplemented by a differential la.x system, .should yield the 
optimum distribution of workers and capital, given the objectives of the 
government, liy reducing consumer prices, increasing rations, raising 
wages or reducing taxes — or any combination of these four— the planner 

can surely rely primarily on incentives to attain the co-operation of 
workers. 

^ It is well also to remind those who regard every control — irrcsjiec- 
tive of the seriousness of underlying shortages— as a major threat to our 
liberties, that even in the United States there are seriotis infringements 
on lil)erty The eminent philosopher Professor Whitehead reminded us 
of this ill his I^t book.“ The consumer’s freedom to choose goods is seri- 
ously unpaired ; and the potential worker has little choice but to accept 
employment on the terms offered by industry, f 

Planning in the USSR 

In the USSR, the economic plan has reached its highest state of 
development. _ It is obviously a substitute for that allocation of economic 
resources which in a capitalist system is determined by prices and in- 
comes, and related in turn to consumers’ sovereignty and decisions made 
by innumerable businessmen. The stale, through its Gosplan, determines 
the outlines of the production plan, basing its principal decisions fas- 
rning a given volume of resources) upon the broad objectives of the 
society, o r the Politburo. What resources should be allocated for cou- 

^ ^ Phihsoflty (1947),. pp, I5S-k 
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sun.pticn" for capital? for government, inchisive of war? Within each 
cr.tc-orv, the ^tatc• will have to make signiheant choices: whether to 
coocentVato on essential consumption goods or to provide senn-luxuries 
as a spur to intensihed efforts ; wlicther to i>roduce capital goods which 
will vieUl consumption goods soon or in the long distant future (e.g.. 
weaving macliines or improved transportation); whether tlie govern- 
ment should devote its resources primarily to education, recreation and 


other iK-aceful pursuits, or war. , / n * . y 

Ohviouslv the major task of the planner is to make the fullest nlil - 

7 ation of resources, given the objectives of the state. Ihis means that all 
the resources should he used (though, of course, excess capacity cannot 
he ruled out even in a socialist state), and that the various sub-plans 
should he meshed. The plans for raw cotton production should lace with 
those for weaving and those for clothing. In turn, the plans for produc- 
ing clothing from the raw material stage to the hnal product should he 
consistent with all other plans which compete for limited resources com- 
mon to them all : labor, transportation, power, management, foreign ex- 
change. In the French Monnet Plan, for example, attention is focused 
on those factors common to all industries which, if curtailed, would 


seriously depress output. 

For eOkient huictioning criteria must be observed. Coupons which 
cannot be validated should not he given out for scarce materials— as was 
so frequently done in the earlv years of Soviet planning, and in the 
United States, particularly in 1942-43. Production and distribution must 
he so timed that both raw materials and finished products are forth- 
coming when needed. In the manufacture of complicated machinery, 
this synchronization relates to thousands of items. Should improper 
timing occur, idle factories will result from delayed deliveries, and in- 
ventories will be hoarded : a maldistribution of scarce items is inevitable. 
In the USSR idle factories and hoarding of inventories plagued the 
planners for many years. In the American war economy, it was dis- 
covered that when a priority system, which was soon marred by an excess 
of grants over supplies, was supplemented by an allocation system, a 
time schedule had to he followed most carefully. Otherwise, the manu- 
facturer of lauding barges who would need copper in 1944 might get his 
supply before the ship manufacturer who would require it in 1943. 

In a completely planned society, the government will allocate all 
resources. There will be no excesses and no deficiencies. When sup- 
plies are temporarily excessive, labor and capital will be withdrawn in 
favor of deficient areas. It is. of course, possible to germinate a plan 
under which a small number of vital items are under allocation. Without 
these items— e.g., power, factory space, iron and steel, copper— produc- 
tion is not likely to proceed far. The American war economy depended 
in the early years on this type of limited control ; and the British economy 
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of 1947, with its concentration on licenses for factory extension ainl im- 
ports and limited allocation of scarce supplies, supports a partly planned 
economy. The weakness of this type of planning is that resources may 
be wasted insofar as producers need not use the strategic items. Consider 
the wastage of manpower in this country in war by industries which 
were able to find substitutes for commodities under allocation and 
in service industries. Similar losses were discernible in Britain in 
1947. 


Having determined what is to be produced and what is to be made 
available to attain the goals, planners are then confronted with the 
problem of making the most of limited available resources, that is. they 
seek the maximum productivity. Obviously, they will allocate scarce 
resources in accordance with the priorities of the plan, not primarily 
according to the prices bid for the finished products. Managers and 
workers will receive compensation in currency ; the compensation will 
vary with results attained and wages required to elicit the tiecessary 
supply of labor. (This is on the assumption that the planners do not 
have recourse to compulsory movements of labor.) Payments in money 
will enable the workers to exercise a limited consumers’ choice, the 
planners in turn readjusting output of consumer goods in accordance 
with the selections made. Obviously, architects of the plan will not rely 
exclusively on the dictates of the consumers. They will not divert scarce 
domestic resources from essentials to non-essentials merely because con- 
sumers express a preference for the latter ; nor will they divert restricted 
imports. 

In a perfectly planned economic society, the money income paid out 
would equal the total sales price of the goods made available. Planners 


may well attempt to achieve this Utopia. Confronted with large needs 
for capital and war, and therefore paying out more in income than they 
make available in consumers’ goods on market places, they seek to 
achieve a balance in various ways: by adjusting prices upwards; by 
subtracting income through sales of securities and taxes, particularly by 
the turnover tax, and thus raising prices indirectly; by protecting the 
consumer through low prices for rationed commodities and at the same 


time sterilizing excess purchasing power. An ideal system would, as 
Professor Pigou suggests, yield incomes equal to the sales value of goods 
made available. But the Soviets find it necessary to pay high money 
wages even if part cannot be validated on commodity markets. 

Incentives are an integral part of the system. In the Russian 
economy, the incentives consist of extra money payments in response to 
additional output ; the provision of additional consumers’ goods which 
will make possible the validation of at least part of the excess money dis- 
bursed; price difTerentiation, with strategic workers favored by reduced 
prices; rationing, in part adjusted to the output of the worker; a distri- 
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bution of the excess of price over cost which provides an inducement 
to reduce costs.*' 


Planning in the United Kingdom" 

Plannin" lias had its longest history in the USSR, and we discussed 
this episode in a separate section. Next we consider attitudes towards 
planning of other countries, includitig those more or less in the capi- 
talist. socialist, or Communist orbit. 

Even under the Churchill government, considerable progress had 
been made in Great Hritain. as is evident by a perusal of the White Paper 
on Eiiif'loyincfit Polii-y (1944). In the transition, government action 
was to forestall, as far as po.ssible. the dangers of patches of unemploy- 
mctit. inflation (excess of dcinantl over supply), and misguided concen- 
tration of resources as viewe<l from the national viewpoint.^ The 
government was prepared to contribute to price stability by using sub- 
sidies ; to control the use of capital in ortler to regulate the flow and 
direction of investment; and to set up a system of priorities, to be 
enforced by licenses, allocation of raw materials, and some measures of 
control over the labor ajid staff rc(|uired for industry. 

The balanced tlistrilmtion of industry and labor is an objective which 
the govertunent would indeed keep in mind. By influencing the loca- 
tion of new enterj)rises in ortler to diversify the industrial composition 
of areas vulnerable to unemployment, by removing obstacles to the 
moN-cment of labor, atul by providing training facilities, the government 
would deal with the problems of local unemployment.** 

In the longer run. the government was determined to do what it 
could to maintain total expenditure, and in particular to step in at an 


* For a theoretical discussion of the issues involved, see especially A. C. Pigou: 

Socialism I'crtiLS Caf-ilalism (1937). especially. Q»s. j-7; M. Dobb: Sowl Plan- 
•linn ami Labor i« Peace and War (1943), especially Chs. i-lli; O. Lange and M. 
Taylor: 0» Hie Ecouowic Theory of Socialism (1938); J. A. Schumpeter: Cat>i- 
lalisiH, Socialism and Democracy (1942), especially Part ill; P. M. Sweciy : The 
Theory of Dnrlof>mciil (1942), pp. 53-4; and the books by Wootton 

and Landaticr discussed earlier. 

’ Sir Oliver Franks (Central Planning and Co»i(ro/ f» ff'ar and Peace, 1947) 
presents a strong case for planning in Great Britain. Danger of war, fears of un- 
cniployiiu-nt and scarcities of resources, in his view, make planning imperative. 
Planning means management of business, the making of policy decisions, the state- 
ment of objectives for all to know. The Ministry becomes the general staff and 
bti.sincss t))c army in the held, with the army operating largely by agreement, not 
eompulsiuit. In order to plan effectively, it is necessary to have facts and to control 
the evolution of the plan. 

* See Emf'loynient Policy p. 7. 

*lbid.. pp. 11-12. 
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early stage of a decline. It would be necessary to keep up exports, limit 
dangerous swings in private investment, support public investment 
(though the government was not too optimistic concerning the results 
of increased public investment), and to stimulate consumption when 
necessary — for example, through adjustments in payroll taxes.’® 

The authors of the White Paper on Emp!oymcut Policy concluded 
as follows : 


The government believe that, once the war has been won. we cati 
make a fresh approach, with better chances of success than ever be- 
fore. to the task of maintaining a high and stable level of employment 
without sacrificing the essential liberties of a free society. ... In 
framing these proposals the government has in mind the more general 
aim of securing for the nation the most effective use both of its man- 
power and of its material resources. . . . The government, therefore, 
seek to achieve both work for all and a progressive increase in eco-. 
nomic efficiency of the nation, as joint elements in a growing national 
power to produce, to earn and to enjoy the fruits of increased well- 
being.” 

Two and one-half years later, the British I-abour government pub- 
lished its White Paper, Econotric Survey jor J947. In this document, 
the government was more articulate than the Coalition government had 
been concerning the place of planning in the British economy. The aim 
of the economic budget is to relate needs to resources, as given by a 
budget of manpower, national income, and expenditures. Subsidiary 
budgets (e.g., foreign exchange, investment, fuels) must be drawn up, 
each of which should fit into the pattern of the income and manpower 
budget. Facts are essential, as was pointed out in the White Paper on 
Employment Policy. Resources can be asse.s.sed and needs formulated: 
Jdanners can then prei>arc the economic budgets “which relate these 
needs to our resources, and which enable the govenmient to say what 
is the first use for the re.sources in the national interest.” It is necesary 
to have a number of methods, “the combined effects of which will enable 
the Government to influence the use of resources in the desired direc- 
tion, without interfering with democratic freedoms. 

Obviously, looking back, these budgets will be balanced — the nation 
cannot use more resources and manpower than are available. \Vhat is 
crucial, however, is the manner of use. Are resources to be frittered 
away in building race-tracks and producing cosmetics and battleships? 
Or is England to have housing, exportable chemicals, and machinery? 
Even at this time, in order to assure the most effective uses, the govern- 
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Ibid., pp. 20-4. 

Ibid., p. 28 , 

Economic Survey for 1947. pp. 


5-6. 
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nicnt would license capital issues, new factory buildings, and imports, 
and ration resources in short supply.*^ 

Both reports of the British government — even that of the Coalition 
government — woukl commit the government to maximum employment, 
the he^t allocation of economic resources as viewed from the national 
interest, and rising productivity. As might he expected, the Labour gov- 
ernment. in supporting a national budget, would go much further than 
the Churchill government in seeking the fulfillment of the objectives. 
Bv early 1948, liowever, though the government had a planning de|)art- 
ment. it still lacke<l an over-all plan. At that time, however, the govern- 
ment announced targets : and at the end of the year had published a one 
and a four year ])lan, thus advancing further towards a planned 
economy. 


Planning in the United States 

American authorities were much more cautious, as an examination 
of the I'bnployment .Act of 1946 will reveal. 

The Congress hereby declares that it is the continuing policy and 
responsibility of the federal government lo use all f'raclicabic means 
consisicnl ivilh its needs and ohiifjations and other essential consid- 
erations oj national f'olic^’. with the assistance and coof'eration of 
fnrf».t/ry, a(/rieiiltiire. lahh^! and Stale and local gofernntenis, to co- 
ordinate and utilize all its plans, functions, and resources for the 
purpo.se of creating and maintaining, in a manner calculated to foster 
and promote free comi)ctitive enterprise and the general welfare, con- 
ditions under which there will be afforded useful employment oppor- 
tunities, including self-employment, for those able, willing and seeking' 
to work, and to promote maximum employment, production, and pur- 
chasing power. [Ital. mine] 

The President shall transmit to Congress . . . after the begin- 
ning of each regular session (commencing with the year 1947) an 
economic report . . . setting forth (1) the levels of employment, 
production, and purchasing power obtaining in the United States and 
such levels needed to carr>’ out the policy declared in Section 2: (2) 
current and foreseeable trends in the levels of employment, produc- 
tion. and purchasing power; (3) a review of the economic program 
of the Federal Government and a review of economic conditions 
affecting employment in the United States or any considerable portion 
thereof during the preceding year and of their effect upon employ- 
ment. production, and purchasing power; and (4) a program for 
carrying out the policy declared in Section 2, together with such 


“ Ibid: PP. 4-9. 
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recommendations for legislation as he may deem m.'ce>>ary or de- 
sirable. 

Planning under the Employtnent Act of 1946 is carefully circinn- 
scril)ed. as an examination of the italicized passages will suggest. In the 
light of the comments and reports which preceded the Act, the interpre- 
tation is that controls generally were not to be used to attain objectives ; 
and that, in fact, no policies unfavorable to the continued good health 
of free private enterprise were to be countenanced — aiul these include 
not only controls, but significant reliance on public spending. It is no 
wonder, then, that the Council of Economic Advisers aiul the President 
concentrate on exhortation.s to business to reduce prices and raise wages, 
to Congress to grant foreign credits, to set minimum wages, to keep 
taxes up, and to put teeth in the anti-trust legislation. In the January 
1948 Report to Congress, the President did present both short- and long- 
run programs, and as we shall see, the 1949 reports of the President and 
Council marked advances. 

A Budget for the Ncihcrlaiids 

The Central Planning Bureau of the Netherlands offers one of the 
most interesting plans. Starting with a global plan, the authors present 
overall budgets for 1947 to 1950 and various detailed plans. They at- 
tempt to discover what will be available. an<l the demands likely to be 
made upon the resources by consumers, enterprises, atul government. 
To assess the resources, the planners must estimate labor supply, j.-ro- 
ductivity, exports, imports, reparations, current consumption of capital. 
inter alia. In estimating the allocation of resources, the economic archi- 
tects liave to make assumptions concerning military expenditures, civil 
service personnel, funds to be spent on building, inventories and other 
capital purposes, and amounts to be made available to consumers. 

Little is said about controls or means of attaining a balance between 
supply and demand. Rationing of scarce items Is to be the main wea|)on 
of the government. Indeed, the Planning Bureau’s powers are limited, 
and, of course, its plans are subject to approval by the Ministers. 

This plan is to be drawn up at regular intervals for the purpose of 
co-ordinating the government policies in the economic, social and 
financial spheres. . . . the plan should contain (c.g.) groups of fig- 
ures relating to the volume of production aimed at. the expected price 
level and its presumable trend, the national income and its compo- 
nents, the spending of that income, and all further items of importance 
for the purpose indicated. The Central Economic Plan should, there- 
fore, consist of a harmonious complex of estimates and directions. 


First Afemorandmii on the Central Ecoiioniie Plan (1946). p. 5. 
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Planning Elsewhere 

As might be expected, the I’olisli plan embodies all the detailed plans, 
aiul sets lip guiding principles for all branches and sectors of the 
national ec»)noiny. plans of each sector, and the objectives. The Slate 
sector functions according to |)lans issued by State authorities; the co- 
operatives, according to the guiding jirinciples of the plan: and the 
"private sector functions within the limits fixed by legal acts, and its 
activity is based on economic policy, following on the guiding prin- 
ciples established by the National Economic Plan.” ** 

According to tlic Prcnch Monnet Plan, co-ordination is absolutely 
necessary to prevent one sector from arresting the growth of another. 
It is no simple assembly of partial plans; rather, it aims to integrate 
objectives and means, and is subject to constant revision and control 
of tlie Executive. It applies to both public and private sectors, atid is 
a plan of orientation as nuich as of direction.*®* 


Planning on an International Scale 

In 1947, a full-scale economic crisis enveloped Europe. Its origin 
lay in a serious cro[) failure, in a fuel shortage, in scarcities of other 
essential items ; its symptoms were rising wholesale prices, growing fiscal 
deficits, and dollar shortage. In order to cope with the crisis and res- 
potui to the invitation of Secretary Marshall to help themselves, a 
sixteen-nation conference was heid in Paris July-September, 1947. 

'I heir task was to take a census of su|)plics and requirements, to 
estimate deficiencies, and suggest the manner of coping with the latter. 
Obviously, it woukl he necessary to raise production, to rely, tem- 
porarily, more on foreign sources of supply, and insofar as these meas- 
ures failed to fill the gap. to cut consumi)tion from c.xisting low levels. 
In order to raise output, the sixteen countries would require large ini- 
j)orts of food — for without adcijuatc food, labor would malinger and 
liigh levels of output could not l)c attained; additional supplies of fuel 
— for without an increase of fuel, industry would not operate on all 
cylinders ; and equipment, machinery and raw materials, without which 
a high level of output could not be achieved. 

Planning on an international scale did not go much beyond finding 
out what was available and what were minimum needs, and setting up 
goals for a period of four years. The Conference announced plans to 
bring grain production back to pre-war levels, coal one-third above pre- 

^ Polish Nalioiia! Economic Plan, p. 7. 

21 2*** General sur le Premier Plan de Modernisalion et d’Equif'emenI, pp. 
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war. electricity output two-thirds above pre-war. crude steel two-tliirds 
above pre-war.*'"' In power, for example, productive capacity was to 
rise from 27.8 million kwh in 1947 to 37.1 millions in 1951, and pro- 
duction from 130 billion Kwn in 1938 and 170 billions in 1947, to 237 
billions kwh in 1951. Coal was to contribute but 60 per cent of the 
energy consumed in 1951 and petroleum 30 per cent; the respective 
figures for 1935-38 were 82 and 10 per cent.*' 

Estimating resources and requirements is a relatively easy task com- 
pared with others that were required in order to make the plan realistic. 
Space precludes a full discussion of the ])roblcms not solved, or at best 
only partly solved. 

Would the imports requireil from non-participating countries be 
made available? Would the United States provide the dollars re(|uired 
to finance them? Would the United States he prepared to finance goods 
and services purchased in countries other than the United States? 
(About one-half of Great Britain’s purchases requiring borrowed or 
donated dollars over the four years were to be from outside the United 
States.) To what extent should the participating countries sell toother 
members of the group, thus relinquishing dollars that might be had? In 
wliat manner would the participating countries deal with the inflationary 
pressures reflected in a growing excess of money and budgetary deficits, 
which in turn jeopardize any recovery? How would the countries im- 
plement their pious expressions of faith in multilateral trade and conver- 
tibility of currencies on exchange markets so long as a large proportion 
of the countries did not acquire large surplus monetary reserves and 
achieve a general strengthening of the international economic position? 
Could the participating countries allocate the resources obtained from 
the United States in a manner to obtain the maximum beneficial effects 
on their economies, thus, for example, using grains to stimulate output 
of miners rather than allowing them to escape to black markets? These 
are some of the questions raised. In addition, there are questions of 
internal con.sistency : the relation of output of coal and electricity, steel 
and transportation equipment ; cf bread and coal ; the relation of output 
and imports and exports ; the assumptions concerning future prices of 
traded commodities and hence tfie value of exports and imports. 

The President's Committee on Foreign Aid (Harriman) released a 
report, November 1947, which clarified some of the issues. The esti- 
mated aid by the United States was reduced to $12-17 billion. Since 
commodities required were not available to a substantial degree and since 
others, at least in part, might finance exports from third countries to 
Europe, the aid was pared down. It was also possible for Europe to 

“ComniiUee of European Economic Co-operation: Vol. I, Cetterai Rcf>(>rl 
(1947). pp. 14-J5. 

"Ibid., Vol. IV, Technical Reports, pp. 172-3, 193. 
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CNpan(} its exports licyond the aiiioimt estimated and to conserve re- 
sources by siowinjT down its -program for capital expansion. 

In Cha[)tcr X’lII. wc <Iiscuss further the problems of the balance of 
['ayments. Here we slnnild note that the United States Government ap- 
proved the El\l’ in April. 1948. and the program has been in o|K‘ration 
for about one year. Its cost over four years may well be 15-20 billion 
dollars. On the basis of the cxjierience of the first year of operation, we 
niav conclude that the ERF’ has at least slowed the advance of comnm- 
I’ism. has contributed importantly to large economic advances in 
Europe, has s’timulated intr.a-European trade, but so far has failed to 
induce a<le(juaie improvement in fiscal and monetary policies, and in 
Kjiropean cooperation. One of the obstacles confronting the sixteeti 
European participating countries is the conflict of the British policy 
of austerity and controls which looks iji the direction of independence 
from American aid bv 1952, and a Continental view which abhors 
jdanning and woukl acliieve international equilibrium through an ex- 
pungement of controls and a rise of United States imports.’® 

Summary 

Planning generally substitutes allocation according to goals deter- 
mined by authority for allocation of resources in resixmse to price and 
income movements. In response to ecotumtic deterioration and theoreti- 
cal advances, planning makes substantial progress. Here we have 
briefly analyzed Russian plannitig, with its almost complete control of 
resources and their distribution, an<l with its reliance both on the carrot 
(incentives) and the stick (compulsion) ; British planning, with the otit- 
lines of a general plan and a <lctermination to favor democracy against 
socialism: American planning, with its statement of vague objectives 
and the exclusion of weapons to implement : and several semi-planned 
economies. 

” Cf. S. E. Harris: Europfau Recen'ery Propram (19*18. Harvard University 
Press), and The Economist. London, January 1, 1949, pp. 3-4. 



Chapter III 


Economic Decline and Recovery 


Introduction 


P LANNING is a product of misfortune, \\1ien war saps a nation’s 
vitality and destroys capital and stocks, so that even minitnum 
standards of living cannot be maintained, those in distress look to 
government. They are no longer content to rely upon the pricing sys- 
tem and unrelated and unintegrated decisions of entrepreneurs for opti- 
mum production and acceptable distribution. To understand the advance 
of planning the broad contours of decline and recovery must he jdotted. 
Planning makes its greatest advance particularly in the areas where pro- 
duction collapses, prices skyrocket, and distribution breaks down. 

Relative Growth and Decline 

All countries are not worse off as a result of the war. Despite out- 
lays of $350 billion for war, the United States, for example, was turning 
cut 60 per cent more goods and services in 1 947 than before the war, and 
its money national income, which averaged $7l billion in 1937-39, w.as 
S200 billion in 1947. In four years of war, net income had averaged 
about $140 billion. The gains were not so large as they seemecT, for a 
large part of the production went for war, and even in 1946 and 1947 
a significant proportion of the output was helping meet deferred costs 
of the war. But consumption attained a peak of about 20 per cent above 
pre-war during the war; and by 1947, it reached $165 billion as com- 
pared with $66 billion in 1937-39, or a rise of more than ISO per cent 
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above ])rc-w<'ir levels in monetary terms and 50 per cent in real terms. ^ 

With the large contributions of war to botJi destruction and demand, 
the United States experienced such unparalleled periods of prosperity 
Jrom 1941 to 1947 that both j)oliticians and the public were disposed to 
forget the unemployment and bankruptcies of the thirties. Surfeited 
with wartime controls and smug about the resilience of the systesn of free 
private enterprise, the .American public and its representatives in Con- 
gress were n(»t fli>pose(l to tinker with their economic machine. Planning 
V as in the doldrums. 4'hc number one problem seemed to be to learn 
how to live at a standard of living 50 per cent above ]>re-war. 

Other countries also had bcneliltcd from war. Latin .America and 
Canada might especially be mentioned.- So long as they were in a posi- 
tion to ])rolit from the wartime demand and were not subject to wartime 
<lestructinn. these countries gained. Contraction of American exports 
restricted their increases to some extent; since their pre-war tinemploy- 
ed resources had not been so large as in the United States, the gain? 
were relatively moderate compared with those in this country. 

Contrast tl;e decline in war-stricken countries. The enthusiasm for 
]»lanning is a function of the decline. There are, indeed, exceptions — in 
Greece, for example, a serious <lcterioration is matched by an almost 
c()ual lack of enthusiasm for planning. 

It is especially in luirope that planning makes advances: and it is 
there also that economic conditions are most unsatisfactory. Consider, 
for examine, the facts marshalled by the Committee of European Eco- 
nomic Co-operation (Gctu'rol Report of September 1947), representing 
sixteen Eiiropcaii nations — countries in the Soviet orbit arc excluded. 

1. Production of all cereals in 1947-48 (estimated) was but 48.9 
million metric tons (,m.m.t.) as comparc<l with 64.5 m.m.t. the average 
in 1934-38. 

2. Production of meal was <lown from 9.0 to 6.0 m.m.t. 

3. Production of milk from 72.5 to 57.0 million tons. 

4. Production of coal and lignite was 552 million tons in 1938, and 
439 million tons in 1947. 

5. Production of crude steel was 45.5 million tons in 1938, and 
30.3 million tons in 1947. 

These are, indeed, serious declines, and they seem even greater when 
comparetl with the expansion in the United States, and when allowance 
is made for the vast destruction of war, and, therefore, the unusual de- 
mands for production of new capital goods. 

By 1947, however, considerable progress had been made. The impe- 
tus to make plans which would assure the most effective use of limited 

’ Notional Income. Supplement to Surfcy of Current Dusineis, July 1947, pp. 
19-2.1; Midyear Economic Report of the President (July 21, 1947), pp. 61-3. 

“See Economic Problems of Latin America (S. E. Harris, Editor), 1944. 
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resources should be related to the trough of 1944-45, not the plateau of 
1947. According to the Committee of European Economic Co-opera- 
tion, industrial production in Belgium, France, and the Netherlands had 
been reduced to 30-40 per cent of pre-war and in Italy to 20 per cent.'* 
The low point (annual figures) for industrial production of important 
countries, according to the United Nations, is as follows: 

ECONOMIC CONDITIONS OF VARIOUS COUNTRIF^^ 

(1937 = 100) 

Industrial Pig Iron 

Output Electricity Produclioii 

France 44 (Aug. 1945) 84 (1944) 15 (July 1945) 

Germany 

American Zone 36 (1946 ) 8 (Mar. 1946) 

British Zone 31 (1946) 4 (Sept. 1945) 

Japan 31 (1946) 78 (1945 ) 6 (July 1946) 

Netherlands 31 (1945) 43 (July 1945) 

Poland 48 (May-Dec. 1945) 4 (1945) 

It is clear from this brief survey that imlustrial output had declined 
to a dangerously low level by the end of the war or early postwar period. 
The unavailability of fuel, iron and steel, and machine tools, the break- 
down of transportation and trade, and the weakening of the financial 
fabric — all contributed to the insistent demand that government marslial 
all resources, then determine their use and the distribution of the final 
product. 

Under government guidance, conditions began to improve. Thus, 
employment in Poland (excluding agriculture) rose from 63 (1937 = 
100) in November 1945 to 116 by the end of 1946; employment in 
manufacturing in France, from 94 in 1945 to 106 in the first quarter of 
1946; in Norway, from 80 in July 1945 to 123 in May 1947: in Sweden, 
from 103 in 1945 to 120 in May 1947. Belgium’s industrial output 
rose from a low of 33 to a peak of 99 in April 1947; France, from 44 
to a i)eak of 94 in October 1946 ; Germany (American zone) from 26 to 
a peak of 46 in May 1947 ; Japan, from 18 to 41 in May 1947 ; Nether- 
lands, from 31 to 92 in October 1946. •’’* 

The Lag in Recovery 

The rapid recovery from 1945 to the end of 1946 was not expected 
to continue in 1947 and 1948. French industrial output had risen from 

* General Report, Vol. I. pp. 7. 16, 19, 21. 

* Calculated from Monthly Bulletin of Statistics of the United Halions. July 
1947. pp. 24-6. 35-6. 38-9. 

•See figures, ibid. 
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65 in January 1946 to 93 in October 1946, and Italian from 28 to 66 in 
these montlis (1938= 100). Obviously, the curve had to flatten out.** 
A climber, spce<ling up a mountain side, cannot be c.xpected to increase 
his rate of acceleration indefinitelv. .Soon that rale will decline and 
even his absolute rate of speed will fall; and should he exert himself 
unduly in the light of his previous e.xertions and available supplies, he 
maj- well ultimately slop climbing and even be forced to descend. 

Kconomic planning undoubtedly contributed to the rise in output 
during the first two post-war years. Then the pace-setters began to 
meet difftciilties. Other countries were not advancing as rapidly; and 
these laggards were lx)tind to retard the general advance. In economic 
atlvancc, the failure of a number of countries to keep up with the van- 
guard may be just as disastrous as the failure of some members of a 
football team whose task it is to disp<)se of potential lacklers, to keep 
ahead of the ball carrier. 

In the Europe of 1947-48, recovery was especially unsatisfactory in 
(iermany and in some of the Eastern Euroj>ean countries ; and the mixed 
recovery of the United Kingdom and the slow recovery of Asia were not 
without significance. Failure of agricultural output to attain pre-war 
]>roportions was harmful to many of the agricultural countries of 
Europe.’ In 1946, the yield of grain was 96 in Greece, 89 in Albania, 
3S in Poland, 71 in Czechoslovakia, 79 in Italy, and 45 in Austria 
(pre-war =100). (Indeed, allowance should be made for territorial 
changes.) The Committee of European Economic Co-operation 
reported for the sixteen countries covered that in 1947-48 cereal pro- 
duction would be 25 per cent below pre-war. and both bread grains and 
meat about one-third less. Output of potatoes was to be equal to pre- 
war, milk, fats, and oils about 20 per cent less.* 

Germany’s collapse was especially unfortunate. Europe’s coal 
output in the sixteen nations was down drastically in 1946 and 1947, 
due largely to the decline in the Ruhr and secondarily in the United 
Kingdom. Without coal, it is not possible to produce adequate supplies 
of iron and steel, electricity, transportation'services, and, therefore, all 
kinds of other commodities. Since Germany is the center of Europe’s 
machine industry, her present state of inactivity reacts with disadvantage 
upon the rise of Europe ; Europe, in turn, not only loses the sources of 
much of its coal, machines, and chemicals inter alia, but also suffers 
serious losses of markets.® 


* Federal Resenv nullelin, April 1947, p. 354. 

^ Cf. UNRR,\: Ecotiotnie Recoi’ery in the Countries Assisted by UNRRA 
(1946), p. 3. 

*Ihid.. p. 16. 

*Cf. J. K. Galbraith: Recovery in Europe (NPA, 1946). 
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Confronted with chaotic conditions once the Germans left, many of 
the occupied countries had recourse to nationalization. Poland. Czecho- 
slovakia, Yugoslavia, Hungarj', Bulgaria, and Koumania, in particular, 
introduced nationalization of crucial industries, especially those domi- 
nated by large firms. In view, on the one liand, of the churned state of 
proi>eny rights and the difficulties involved in finding the rightful own- 
ers, and, on the other, of the need in the conditions of 1945-47, to 
determine policies of these industries in accordance with national ob- 
jectives. there seemed to be no alternative to nationalization. \\'hatever 
its merits, the early results unquestionably were not favorable to rapid 
recovery. Problems of comjjensation, of labor relations, of objectives, 
and of relations with foreign countries arose to harass the agents of 
government. 1 here is much evidence of unsatisfactory results.*'’ 

Failure of the British to achieve complete recovery did not help 
matters. Employment in manufacturing rose from a low of 93 (1937 = 
100} in December 1945, to 104 in June 1947; but coal production in 
the last quarter of 1946 was 20 per cent below the level of 1937, and 
stocks at half the pre-war level. Despite the reduced level of coal out- 
put, production of electricity was about 75 per cent above the pre-war 
amount. 

Nevertheless, the economic situation was not satisfactory. I..ack of 
coal was bound to aflfect many industries adversely. Shortage of dollars 
which reflected, in part, the loss of earnings in foreign investments 
and shipping, and the large rise in government e.xpcnditures abroad ; in 
part, the large requirements for imports to help rebuild the economy and 
sustain a full employment economy ; and, in part, the failure of exports 
to recover rapidly enough — was another deterrent to satisfactory recov- 
ery.** A third difficulty stemmed from the extensive resources required 
to cover exports, investment, and government. Although production was 
roughly at the pre-war level early in 1947, exports, capital, and govern- 
ment required one-half of total output, whereas in the late pre-war they 


,,,, I'^otionalizalion of Key Indttslrics in Haslern Europe, 

(Washington, 1946), especially Chs. I, III, and IV; also sec State Department: 
l roblems of United Stales Foreign Economic Policy (Sept. 1947), pp. 15-17. 

• , According to a series of articles by the London Economist, the British deficit 

in the balance of payments rose from £70 million in 1938 to £400 million in 1946, 
a rise winch occurred despite a gain of £220 million in exports relative to imports. 
How, then, is the gross rise in deficits of 330+220 or £550 million to be explained? 
pince from 1938 to 1946 the price of British cx{>orts rose by 96 per cent and of 
by 110 per cent, the adverse balance of payments grew by £140 million 
or 25.7 per cent on account of price change. An equal rise in prices of exports and 
Jjnports would affect the British adversely, since they import more than they export, 
rhen a reduction in earnings on capital, shipping, insurance, and the like account 
for £128 million or 23.3 per cent additional and the increase in government ex- 
penditures abroad £282 million, the remainder, or 51.0 per cent. 
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coiistiinccl but onc-third. It is not surprising, then, that in 1947 it was 
estimated the British had £o billion available for expenditures on con- 
sumption "oods Init only £5 billion of consumption goods available at 
stable prices. Years of destruction and failure to replace and maintain 
capital increased the inflationary pressures in post-war Great Britaiti. 
Even by 1944, the Government had estimated the country’s disinvest- 
ment at £7.3 billion: and bter, an English economist estimated that 
£14 billion of capital was rtquircil in order to pay for restoration of 
war damage ( £ 1.450 million), deferred maintenance and replacement 
(.£3.120 million), new capital ( £7.950 million), and budgetary defi- 
cit.*. exjxjrts and repayment of capital, etc. ( £1.5 million). Early in 
1947, anticipated savings were but one-half of the amount rc<|uired. 
More rcccnth’. an official report puts war losses of capital at $30 billion, 
or one-third the country’s pre-war wealth. 

In recent discussions. British economists have emphasized the exces- 
sive diversion of re>ources to investment. Professor Hicks, for example, 
comments on the tendency of low rates of interest to stimulate long-term 
inve.stmcnts excessively, and Professor Robbins comments on the eco- 
nomic megalomania which plans for excessive expansion of exports, 
housittg, ami programs of social and business developtnent.’* Indeed, 
early in 1947 (before the crisis), it was estitnated that capital eipiip- 
ment and maintetiancc would retpiirc 20 jier cent of the nation’s income, 
in contrast with 16>/^ per cent in 1938. Public expenditures, moreover, 
now absorbed 24 per cent (11 per cent for defense, in contrast to 7 
per cent in 1938). Considering the neglect of investment in war times 
and the crying need for modernization, the plans in 1946 did not seem 
extravagant. It should be noted, moreover, tliat manpower in distribu- 
tion and consumer services had fallen from 5.1 million in June 1939, 
to 4.3 million (anticipated) in 1947; and thotigh total employment was 
up bv 1.1 million (6 per cent in December 1946 over June 1939), con- 
sumer goods and ser\’ices absorbed 9()0,0(X) (10 per cent) less. Further- 
more, ])crsonal consumption was to account for but 66*4 of 

income in 1947, as com|>ared with 78 per cent in 1938.‘’ T/ic oncoming 
of the crisis focused atlcntion on invesitnent and social expenditures 
7fhich in 1945 and 1946 had seemed reaso$iab!e. 

In short, British recovery had stalled by 1947, Serious bottlenecks 
in coal, shipping, transportation, and excessive demands on the limited 
resources available — as well as <lollar famine and excessive purchasing 
power relative to the supplies of consumer goods made available by a 

'^J. K. Micks: “World Recovery after War — A Theoretical Analysis.” Eco- 
iiosnic JouriMl, |imc 1947. pp. 1S8-9: L. Robbins; “Inquest on the Crisis," Lloyd’s 
lUjiik Monthly Rcfietc^Oct. 1947, p. II : and the brilliant .dre These Hardshif's 
Necessary (Dec. 1947. Second Fxlition Revised), pp. 101-2, 117-18, by R. Harrod. 

'* Economic Sunvy for 1947, pp. 31-6. 
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sick cconoinj-comributcd to the British diffict.lties, 1„ the secoiul 
or iy4/, some miproveinent occurred. “ 


lialt 


Inflation 

Undoubtedly the rising threat of inflation contributed to tl.c deteri- 
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to hoHr^nl threat of inflation. European countries have recourse 

^ demand measures. As a minimum to curtail demand, 

p. 3; U. K.: Slalistical Material 
Statistiei Rrl!!iF.,l f (Cmd. 6707, Dec. 1945). pp. 7-15; 

1944)- Labor oHa ^ United Kingdom. (Cmd. 6564, Nov. 

w-H) . Labor and Indtislry ,,, Hriiam (Special Issue, Sept.-Oct. 1947), p. 175. 
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thcv allocate scarce sopi>lics and report to rationing. As 
thcv will achieve a balanced budget, an outcome which might exclude 
furiher monctarv expansion : and they may contract the currency Man> 
countries adopte<l the unorthodox measures of demonetizing part of 
total supplies of money— a monetary purge (e.g.. the y.S.i>.K. in the 
winter (.f 1947-4S) ; and others, once the price level had attained <lizzy 
heights, also reconverted their old money for much smaller supplies of 

new money. 

Irrespective of the measures taken, however, inflation, overt or latyit. 
continues. A worker who earns 10.000 francs a month and is allowed to 
siHMid only 5.(XX) francs at controlled prices, is forced either to hoard 
the rcmaimler or purcha.se supplies on lilack markets at scandalously 
high prices; and he will soon sense that wages buy little, there- 

fore, disposed to work less hard and earn. say. 5.000 to 8.000 francs. 
I'armers also are tempted to withhold supplies from the markets so long 
as the money they receive Imvs little. In Greece, for example, the average 
prices received liv farmers rose about 115 times from pre-war to 

Mav— July 1046'; hut prices i>aid by farmers rose by more than 3W 
times.'-' Obviously, under these conditions they are not enthusiastic 

about provisioning markets. 

In short, measures to restrain demand arc helpful in that they keep 
prices down on controlled marketsyand help to attain a fair tlistrilmtion 
of the scanty supplies available. But the fundamental shortages persist, 
and so long as they do. full co-operation of workers, fanners, and in- 
vestors will not be had. The only complete answer to inflation is recon- 
struction and rehabilitation of the economy, which will provide adequate 
supplies to make it worth while for labor and managers to work and 
id.-m. In this connection, a word on foreign aid should he interjected. 
'I'lic solution to the problem docs not lie in getting ri<l of the inflation as 
a condition of foreign aiti : hut rather, foreign aid is to he regarded as 
tin* means of neutralizing inflationary forces.** % 


Shortage of Dollars 

This discussion leads to the problem of international economic rela- 
tions. According to the Sixteen-Power European Conference, these coun- 
tries will he short some $22 billion in dollars over the years 1948-51. 
Unavailability of foreign exchange is a most serious matter for the six- 
teen countries, because only through imports to cover their deficiencies 


Report of the PAO Mission for Greece. r>. 12. , ,, , , o „i „ 

^^Ci. of Eurof»ca$t Economic Co-operaiton: Vol. 1, pp. ^0-5, also 

see Chapter VII for further discussion of inflation. 

’’This prohlem is discussed more fully in Chapter \ III, 
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of food, machinery, oil, coal, iron and steel, and other essential i)roducts 
can they hope to re-establish a normally functioning economy. Details 
of the international economic problems are reserved for discussion later. 
Here we observe that the provision of an adequate supply of dollars is 
an anti-inflationar}’ measure of the first imjwrtance. The corresponding 
inflow of goods will enable governments to proceed with their plans to 
restore and modernize their jdant and to meet minimum requirements 
for food, clothing, and housing without which economies cannot produce 
adequately. 

The impasse in the exchange markets is not comprehensible to those 
who would rely exclusively on the classical theory of international trade. 
Under that theory, there is a price at which the market for exchange 
would be cleared. For example, the 1947 official value of the French 
franc was less than 1 cent. According to the accepted theory, the 
French should achieve equilibrium in their balance of payments merely 
by reducing prices. The reduction might be efifected by a cut in prices 
directly or by a depreciation of the exchanges, say, to ^ or ^ cent, 
with the result that French commodities would be cheaper on world 
markets. Another jx)ssibility is that equilibrium might be attaine<l by 
a rise in the price of francs and therefore an increase in French prices. 
In a seller's market, this is ? possible approach, and may well be the 
answer to those who contend that tj^e European difficulties stem from 
over-valued currencies. 

In the writer’s opinion, equilibrium, in the absence of foreign aid, 
will not l>e achieved at any price of the franc — whether it is J/1000 of 
1 cent or 1 dollar for a franc. The gist of the matter is that the resources 
are not available to profit from a seller s market (high exchange rates) 
or bargain prices (low exchange rates). In the present European situa- 
tion, current production goes primarily to meet minimum needs at home. 
In the economists jargon, the elasticity of supply in response to rising 
prices for exjjorts (in francs, and on the assumption of a reduction in 
the value of the franc in dollars) is low indeed. As long as output re- 
mains subnormal, the problem is not primarily one of pricing but rather 
of supplies. Under no conceivable value for the franc or world prices of 
French commodities will the French be able to pay for their import 
needs out of sales of French products and services abroad. Drastic 
economies in the use of scarce resources will help; but even more 
important and indispensable is the largess from abroad. Even the 
devaluation of January 1948, which reduced the value of the franc on 
export markets to less than*j4 cent, though it may well have raised the 
supply of dollars obtained, can at best be only a partial remedy. 

A deficiency in the balance of payments of, say, $S billion annually 
for Europe, or $2 billion for the United Kingdom should, it might be 



36 


ECONOMIC PLANNING 


assumed, lend itself to juice uiid exchange movements or manii)ulation. 
W ith a national income of around $30 billion, surely the British should 
be able to adjust cx|)orts and imports by $2 billion, or about 7 per cent. 
That the classical adju>lments do not correct the situation may he ex- 
j)lained largely bv two considerations, in addition to the inelastic sui)ply 
conditions discussed above. 

(a) The difticultv of reducing prices on world markets and the un- 
willingness of Britain’s jiotetuial customers to purchase British luxury 
exjjorts. Similarlv. everywhere in Euroj)e it is difticult to reduce world 
j)nccs: for a dei)reciation of exchanges is likely to bring rises in wages 
and other costs which will greatlv reduce the cotitrihution of exchange 
<le|)reciati(m to reduced j)iices of gt>ods on world markets. An ettsuing 
decline of imj)orts i.<. however, a gain to he considered. Direct assaults 
on costs and j)rices with a view to bringing them down are even more 
(linicult to achieve. I hal in 1947, the British ■£ was undervalued, that 
is. cheap, strengthens the ca^e against depreciation. On the Continent, 
the case is stronger, since their currencies were generally overvalued in 
1947. 

(h) .\t ])resent low standards of livittg, the British public is not 
pre])ared to accejit a contraction of its standard of living by 5-10 ])cr 
cent, which would he required, for a cut in imjiorls or (and) a rise in 
exjKirts wouUl largely he at the expetisc of consumption standards, 
(l.cadijig British economists suggest, however, large cuts in invest- 
ments.) Aside from the technical difficulties of expanding exports and 
cutting imports rai)i<lly (suggested above), the government has to con- 
siiler the j)olitical obstacles to reducing the standard of living further. 
Actually, the British in 1947 tried to cope with the crisis in j)art by ex- 
I)anding exports, cutting imports and the standard of living, cutting back 
the ca|)ital investment |)rogram, and, finally, by using up reserves and 
seeking financial aid abroad. 

Before ttirning to the next chapter, we should add a paragraph on 
the imjirovements in 1947-48 of W'estern Europe, associated at least in 
])art with the ERP. Production soared; intra- European trade rose; the 
dollar deficit was reduced ; and at least some progress was made in con- 
tending with inflation. An indication of progress, actual and anticipated, 
is suggested by the blueprint for the sixteen participating countries and 
\Vestern Germany prejiared in October, 1948. From 1947-48 to 1948- 
49 there would he a rise of 45 per cent in the output of bread grains ; 
of 13.7 per cent in coal; of 8 per cent in electricity; of 39 per cent in 
jietroleum ; of 27 per cent in nitrogeneous fertilisers. Intra-European 
trade should rise by 25 per cent over the 1947 figures. Substantial in- 
creases in the consumption of grains and fats and oils and tobacco 
would occur. The relevant countries anticipated a rise in production and 
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economies which would cut the demands for dollars in the year 1948-49 
by about $1400 million. 


Summary 

Europe had experienced a remarkable recovery until 1947; but the 
numerous bottlenecks, the confusion inevitably accompanying a nascent 
nationalization, the excess of purchasing power which follows a destruc- 
tive war, the breakdown of trade and, in j)articular. the disappointing 
recovery in Germany, and, finally, the crop failure in 1947 — all of these, 
together with the dollar shortage, which is both a symptom and a cause 
of economic disaster, brought on the crisis of 1947, and further increased 
the pressure to extend planning. 

“Organization for European Economic Cuo]>eration, Refort lo EC A on the 
first Annual Protjramme, isl July i948-Junt' so. 1949. pp. 4-7. 
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Full Employment and Unemployment 


The Full Employment Objective in the United States 

I N THE war years, full employniciu was the prime objective of plan- 
ners. in both capitalist and semi-capitalist economies. Distraught by 
the losses, economic, social, political, and medical, resulting from large 
amounts of unemployment, political economists, and particularly those 
under the influence of Keynes. Beveridge, and W’allace, preached full 
employjuent and drafted blueprints in which jobs for all was written in 
large italics. Never again, it was said, would this country, as in the 
thirties, incur losses of $300 billion as a result of unemployment. 

Supported by President Roosevelt and buttressed by tlie interest of 
60 million workers who still anticipated a crisis around the corner, 
Senator Murray and several colleagues in 1944 prepared a full employ- 
ment bill which would have p\>t the responsibility for adequate demand 
and jobs for all squarely on the government. Others feared the effects 
which a job guarantee tnight have on the fiscal i)osition of the Treasury, 
on the price level, and. ]iarticularly, on the status of private enterprise. 
Although they constituted a minority, this group was more vocal, more 
influential, and. in general, better organized to influence Congress than 
the masses. Thus, the Employment Act of 1946 which was enacted was 
a much watered-down version of the original Full Employment Bill. 

Declining Interest in Full Employment 

An examination of the plans reproduced here will suggest that full 
employment is not a primarj* consideration of the planners. In many of 
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them, the problem is not even discussed. Ibis lack of major interest can 
be explained by a variety of leasons. 

First, and most important, is the fact that at present in most coun- 
tries, anvone who wants a job can have one. In regimented and free 
societies' alike, the problem is not one of finding employment for all 
seeking it. but that of finding workers to do the necessary tasks. In the 
re'Mincnted society, pressure is put upon those on the farm to move into 
the cities, and work in the factories. discuss this niore fully 

later). In free societies, the incentive of high pay, subsidies {e.gr, 
housing or payment of transportation expenses) are used to increase the 
supply of labor. 

The Japanese White Paper of July 4. 1947 {Economic ConJUion o\ 
Japan) reveals well the use of the incentive system. 

In order to attain a higher output by workers who are mostly 
resjionsible for increasing production, special rations of rice oyer 
the standard ration for workers are being distributed on a priority 
basis out of extremely restricted national re.sourccs. . . . 

Programs for Securing Articles for the Use of Mincis 

(a) As for staple foodstuffs. 6 go for a worker. 3 go for each 
member of his family (excluding surface ^yo^ke^s) and 1 go for each 
worker per day as between-meal food (including surface worker). 
Besides, niiso, soy sauce, salt, vegetable, fish and shell fish. etc. will 
be rationed, securing more than twice as much as the general rales. 

(b) As for fancy foods. 1 go of sake per day (including the ordi- 
nary ration) will be given to underground workers in accordance 
with their actual working days and 5 go per month to surface worker.s. 
50 cigarettes jier capita per month will be given as an additional 
rationing. . . . Sweets, 100 momme per capita per month will be 
supplied to juvenile miners and women workers instead of sake and 
cigarettes. 

At last, the world has attained that workers* Utopia envisaged by 
I^rd Beveridge, in which there are more jobs than men seeking them. 
After six years of actual warfare an<l adilitional years of political tur- 
moil and (piasi-war conditions, the world is short of both consumer.s’ 
and capital goods. It is necessary not only to produce for current con- 
sumption, but also to build plant, ciiuipment, and housing, replenish in- 
ventories, maintain large armies and inflated governmental staffs. 

Working without capital or with adecpiate and aiiticjuated capital 
goods, labor's productivity is below par. Revolutionary changes in in- 
stitutions (particularly in the control of economic processes), and in 
the relation of capital and labor, whatever their long-run results, reduce 
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I^rodiirtiv ity— temporarily at any rate. With more jjoods needed tlian 
available, tbe deficiency becomes even greater as output per man-hour 
declines.* 

Shortages of capital, including stocks of consumption goods, reduced 
productivity, diversion of manpower to military and other relativelv uii- 
]'ro<]uclive employment— these explain why there are more jobs to fill 
than men and women to fill them, and hence suggest one cogent reason 
for tbe dwindling attention being paid to full employment. 


.\ second reason stems from the unfortunate effects of full employ- 
ment, which were not adequately foreseen by those who spun the theory 
of full employment. Perhaps in their defense it might be said that they 
envisaged a full emjiloymem economy rather than the ovcr-emplo\ed 
cconomN' characteristic of post-World War II. 


.Among the malignant diseases which seem to be indigenous to a full 
employment economy, inflation and bottlenecks especially require atten- 
tion. treatment, and cure. In a full of over-employed economy, both 
labor and cajiital. and. in fact, sub-species of both, are in a strategic 
IMisition for blackmailing our mo<lern society. On the threat of with- 
drawing its co-o()eration, labor and (or) capital may demand and receive 
liigher rewar<Is, which arc then translated into higher prices, should 
their demands for higher jiay then be satisfied. A few lumdred elevator 
operators in Xcw York City may paralyze a metropolitan area of 10 
millions, with serious effects (with a lag) on the rest of the nation and 
the workl. Should their ilemands for higher prices not be met, a few 
large packers may conspire to withhold meat from 130 million people. 
I he price of satisfying their deman<ls is inllation: the price of resistance 
is a -shut-dfiwn, and ultimately more inflation. 


In an over-employed economy, reserves of raw materials, of ma- 
chines, of hundreds of essential complementary items become increas- 
ingly unavailable. Stopjiages of work, therefore, arc the more <langerous. 
.\ steel strike will soon slop work in hundreds of industries using steel, 
and. in part, because in a world where scarcities predominate, reserves 
are small. ShouUl the government through price control attempt to con- 
tend with the inflationary pressures, the shortages may become even 
more serious, h rustrated by the price administration, the producer and 
mi<Idleman in jieace time will be less disposed to produce and retain 
materials than uiuler a free pricing system (with the stimulus of antici- 
])ated price rises), or than under a controlled price system fiiiplenieiilcd 
hy 7'if/oroiis aiu/ effective controls of f'roduetion ond disfrihulion.- 


‘ The problem of prcHluctivity is discussed in Chapter V. 

’Cf. J. R. Hicks: "The Enii.ly Economy,” Uloyd's Hank Moullily Rn'ictf, 
July 1947, pp. 2-4. 
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Plans of Employment 

Despite what has been written above, ilierc continued to lie some 
concern over full employment. My point is simply that the attention de- 
voted to the problem was less than might have lieen expected from the 
emphasis placed tipon it in the thirties and early forties. 

Perhap.s the strongest statement is to be found in the Czechoslovakian 
jilan : "The new Constitution will express the jirinciple that every citizen 
has the right to work, to a fair reward for his work, the right to educa- 
tion, recreation and to maintenance if he is incapable of working.”* 

Concerned with both <loinestic and international jiroblems. the 
EJnited Nations Conference on Trade and Employment went even fur- 
ther than the Czechoslovakian Government : "The Preparatory Com- 
mittee considers that governments owe a responsibility not only to their 
own citizens but also to the citizens of other countries to do all that is 
within their power to maintain full and productive employment and high 
and stable levels of demand within their territories.” 

Among the Anglo-Saxon countries, Australia evidencc<l the greatest 
interest. 

Full employment is a fundamental aim of the commonwealth gov- 
ernment. The government believes that the people of Australia will 
demand and are entitled to exjject full em[)loyment, and that for this 
purpose it will be able to count on the co-operation of senicemen’s 
associations, trade unions, employers’ associations and other 
groups. . . . 

In peace time the responsibility of commonwealth and state gov- 
ernments is to provide the general framework of a full employment 
economy, within which the operations of individuals aiul businesses 
can be carried in. . , . 

The maintenance of conditions which will make full employment 
possible is an obligation owed to the i>eoplc of Atistralia by common- 
wealth and state governments. . . . Unemployment is an evil from 
the effects of which no class in the community and no state in the 
commonwealth can hope to escape, unless concerted action is taken.” 

In the noted White Paper on £mf>loyi)icttt Policy, the British gov- 
ernment promised to take vigorous measures to maintain total expendi- 


*Slalement of Policy of Mr. Gollivald’s Government (19-kj). pp. 10-11. 

* Report of the First Sessioti of the Preparatory Committee of the United 
Rations Conference on Trade and Efnphymcnt (London, Oct. 19-16), p. 4. 

•The Parliament of the Commonwealth of Australia: Full Employment in 
Australia (1945). This is reprinted in Hearings before Subcommillee on Banking 
and Currency U.S. Senate on Full Employtneni Act of 1945. pp. 86-104 (Cf. pp. 
86-7 of revised edition). 
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ture and “to accept in future the responsibility for taking action at the 
earliest possible stage to arrest a threatened slump.” They were not, 
however, prepared to go beyond accepting “as one of their primary aims 
and responsibilities the maintenance of a high and stable level of employ- 
ment after the war.”® (Italics mine.) 

Canada also was not i)repared to accept the resjKHisibility for /f<// 
employment. 

The ultimate aim of all reconstruction policies is the extension of 
opjH)rtunity, welfare and security among the Canadian ])eople. . . . 

In this paper, the government has stated unequivocally its adoj>- 
ti<tn of a high and stable level of employment and income, and thereby 
higher stainlards of living, as a major aim of government policy. It 
lias been made clear that, if it is to be achieved, the endeavour to 
achieve it must |)ervade all government economic jxilicy.’ 

The United States Employment Act of 1946 states the “resixmsibiUty 
of the fc<leral government to use all f'ractieable means consistent xvith its 
needs and obligations and other essential considerations oj national f>ol- 
iey ... to coordinate and utilize all its plans, functions, and resources” 
in order to attain the stated jnirjioses of the Act — “maximum production, 
employment, and ]ntrchasing power.”" (Italics mine.) This statement 
of responsibility, despite the broad objectives, clearly limits the measures 
which the government might take in order to achieve the goals. 

Pcr.sisioKC of Uncmploynicnt 

Tabor is scarce, as the various plans make eminently clear. In the 
I'rench economy, for example, labor, coal, iron and steel, electricity, and 
foreign exchange arc singled out for special consideration since they are 
limiting factors. It is scarcely necessary to add that the supplies of each 
of the.se scarce items depends in turn ui>on the availability, in adciiuate 
amounts, of the others.” 

Yet even while governments scout for adtiitional labor, unemploy- 
ment in substantial amounts continues to haunt them. In its Economic 
Siin’cy for 1947, the British Government was distressed by the shortage 
of labor, and yet had to admit to 400,000 unemployed, or 2% per cent of 
the instired j)opulation. In the development areas (formerly the depres- 
sion areas) unemployment greatly exceeded the national average. By a 

•Pp. 3, 16. 

'Canadian While Pater on Einploymcnl and Income (April, 1945). Reprinted 
ill Hearings before Subcommittee on Banking and Currency, U.S. Senate on Full 
EnitloymenI Act of 194 $, PP. 98-112 (Cf. p. 98 of revised edition). 

•Council of Economic Advisors: First Annual Report to the President, Dec. 
1946, pp. 3-4. 

• Rapport General snr Ic Premier Plan de Modernisation el d'Equipement 
(1946-47). pp. 63-82. 
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policy of favoring these areas, the government was gradually reducing 
the amount of unemployment in these localities. 1 hus by tlic eml of 
1945, for the country’ as a whole 684 new factories or extensions and 
modernizations had been approved ; and more than half related to these 
areas, which accounted for but one-seventh of the population/*® 

Maldistribution of population was not the only source of unemploy- 
ment. An over-employed economy, with its accompanying lack of re- 
serves, brings critical shortages of materials, which may be aggravated 
by a crisis in labor, coal, transportation, or even bad weather conditions. 
Under these circumstances, workers eager to be employed may, neverthe- 
less, have to walk the streets. Should all those whom government would 
have join the labor market actually do so. the ensuing unemployment in- 
duced by scarcities would greatly increase. 

Great Britain was not alone in its periodic shortage crises. Germany 
offers an excellent example of a country’ with the most glaring shortages 
which make it imiwssible to keep a large part of the population em- 
ployed. Germany’s difficulties originate in the damage done to plant and 
transj)ortation by the war : in the loss of 25 per cent of her food without 
a corresponding loss of population ; in the failure to achieve economic 
unity within the four zones; in the inability to develop exports to pay 
for essential imports. A population anxious to work in order to achieve 
a minimum standard of living was. indeed, unable to do so. T he Ameri- 
can zone was short of coal, the French and British zones of food, the 
Soviet zone of iron and steel. Coal mining, forestry’, and construction 
were short of labor, and yet unemployment jjrevailcd among classes of 
labor trained for work in various (c.g., war and heavy’) industries. Un- 
employment was especially’ high among clerical, administrative, and 
commercial workers. It is not surprising that by the end of 1945. pro- 
duction in the American zone was only 10 per cent of existing capacity, 
and even by June 1946, only 29 per cent.'* 

Another aspect of unemployment, i.e., disyiiiscd unemployment, 
should be underlined. In many countries, the planners focused atten- 
tion on the unproductive nature of work. In Germany, workers returned 
to the farms where food might be had. In numerous countries, as we 
shall see, emphasis was put upon the higher productivity in industry 
rather than in agriculture. In Great Britain and Czechoslovakia, eco- 
nomic architects empliasized the excessive numbers in non-essential in- 
dustries. 

'“The Bailie for Output for 194 ?. PP. 38-9 (Economie Surrey for 194 ? > PP- 
27-8) ; Industrial Opportunities in the Dettelopmenl Areas (Reprinted from the 
Board of Trade Journal, 1946) pp. 3-4. 

U.S. Sutc Dept.: United Stales Economic Policy towards Germany (1946), 
pp. 31-49; Office of Military Government for Germany (U.S.) : A Year of Potsdam, 
The German Economy Since the Surreiufer (1946), pp. 82-3. 
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In niany countries, wages had risen less than the cost of living. Yet 
money wages were still too high in relation to the supplies of consump- 
tion goods available. Once workers realized that part of their money 
wages could not be validated in commodity markets, they tended to lose 
interest in their work; and absenteeism was on the increase. 

Perhaps nowhere arc the issue of “disguised” unemployment or 
absenteeism ])ut more eft'ectively and in more colorful language than in 
the lapanese White Paper. 

Judging from the Census on April 26, 1946, the number of the 
completely imemployed. (that is. who are able to work and willing 
to work but held no jobs) was only 1,590,000 and the number of 
pcoi)le who worked for one week or less a tnonth was 1.960,000. and 
the number of peo[)le working between 8 days to less than 20 <lays a 
month numbered 4,320,000. This state of aitairs should be called' the 
latency of unemployment. It is due to the fact that, under the infla- 
ti(^n. if economic control is imperfect, one can earn one’s bread without 
workitig in constant jobs, or such person can often make a livelihood 
more favorably than a constant entployee. Uiuler the inflation, in 
other words, unemployment can not be recognised as genuine unem- 
l)loyment. 1 herefore such unhealthy phenomenon occurs as the fact 
that the sup{)ly of labor is short in fields essential to the national econ- 
omy and alMindant in economically unnecessary enterj>riscs. The 
result is that the inactivity of production will be accelerated and 
economic recovery will consecjucntly be delayed, because laborers 

shun the hard production jobs and concentrate on easy or merchant- 
like jobs. 

According to the Committee of European Economic Co-operation, 
labor scarcity is the rule in Europe, e.xcept in Italy and possibly Ger- 
many. In Italy the rale of population increase exceeds the absorptive 
capacity of iiulustry and agriculture, with the result that the present 
excess supply of labor there is no less than 2 millions.*^ If means could 
be found to utilize this labor as well as that of displaced f»ersons, part of 
the scarcity might be overcome. 

Summary 

Full employment, the slogan of the masses in the depressed thirties 
and the hopeful forties, receives less attention by the planners than 
might have been e.xpected. Among the reasons for this under-emphasis, 
the following may be mentioned: in general, there were more jobs than 
workers ; at the same time, the full employment economy, with its bottle- 
necks, wage disputes, and inflationary pressures, lost some of its appeal. 


“Gt’ncral Report, p. 24. 
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Although scarcity of labor plagued the world during ilie war and carl\- 
post-war i>eriod, planners also had to take note of absentceistn. the after- 
math of mal-provisioned markets; of disguised unemployment, evident 
in the down-grading of workers; and even of substantial amounts of un- 
employment, related to shortages in tnaterials. insufficient mobiiitv, and, 
in some areas, an excessive rate of population increase. 



Cfinj>ler V 


Productivity 


Introduciion 


B efore ami during the war the primary concern was with employ- 
ment : hut witli the end of the war, it became clear that there would 
])e plenty of jobs but not enough output. It was necessary to recoup 
losses resulting from prei>ara\ion for war and five years of destructive 
warfare, and to make the most of available supplies of labor and capital. 
Mence increased proiluctivity became the main target of the planners. 
Reconversion pains ; unavailability of raw materials and capital ; an in- 
evitable slowing down after the years of tension ; down-grading of many 
workers ; wage disputes ; inflation and the resulting lack of motivation 
and reiluced level of output : |>olitical uncertainties and tensions ; break- 
down of international relations; production at less than optimum levels 
for reasons given above ami others — all of these conditions contributed 
to keeping man-hour output at a low level. It is not surprising that the 
shift of emphasis was from full employment to productivity.* 

' I shall not pause here to discuss all the technical difficulties raised in defining 
productivity. There arc, for example, the usual problems of correct weighting, 
of adjusting for changes in quality, and prices, of the relation of input am! output. 
Ill the most popular index, man-hour output, changes may measure not alone 
increased efficiency of labor or of labor, capital, and management, but also, for 
example, a rise in the proportion of capital. For some purposes, moreover, output 
l>er inan-ycar is much more significant than output per man-hour. In European 
countries, with inadequate incentives, output per man-hour declines less rapidly 
than output per nian-ycar. .Ml too often, man-hour output in manufacturing is 
wrongly assumed to relate to the whole economy. 

For an interesting enunciation of many issues of productivity, sec BulUlin of 
Labor Stalisties: Sunifiiary of Proceedings of Conference on ProduclMly, Bulletin 
No. 913 (Oct. 1946), especially pp. 1-8. 
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Reduced Productivity in Japan 

Again, Japan presents the problem in dramatic fashion. A coal 
miner produced 18.9 tons of coal per month in 1933; iit May 1947, he 
was producing but 5.3 tons. Whereas kilometers of railroad tracks in 
operation in 1936 and 1946 were about the same, the number of em- 
ployees required in the latter years was 2V^ times as large. 

By what reasons have such circumstances as above mentioned 
been brought about? Generally speaking, want of foodstulTs, traffic 
congestion, lack of dwellings, deterioration of equipment, operation 
curtailment, difficulties in securing materials and power, poor (juality 
of materials and superannuatioti of ecjuipment mav be cited as the 
main reasons. Furthermore, laxity of labor discipline and insufficient 
technical training can also be considered among the reasons. 


The Productivity Problem in the United Kingdom 

Since World War I, the British have been concerned with the prob- 
lem of productivity. Whereas the loss of foreign markets turned their 
attention to man-hour output after World \Var I, the scarcity of goods 
and labor moved British experts to consider this problem after World 
War II. 

Even before the war, Dr. Rostas showed that man-day output in the 
United States was 106 per cent above that in the United Kingdom ; and 
the excess was 20 per cent a<lditional on an hourly basis.* Despite the 
general awareness of the problem, the 1944 WOiite Paper on Emploviuoil 
Policy had little to say other titan to admonish labor to encourage entry 
of new trainees, and to express the need of increasing mobility of w<trk- 
ers. In 1944 the problem had been but dimly seen. 

By early 1947, however, Downing Street was more explicit: in 1946 
output of deep-mined coal was but 259 tons per man compared with 308 
tons in 1937 . In coal and building, output j>er man-hour was below pre- 
war level ; in agriculture, alxtve ; in manufacturing, the results were not 
clear. 

In the longer view, increased output per man-year is the only way 
to expand production and the standard of living. The way to effect 
this is by the organized combined effort of men, management and 
machines. . . . W^ith this direct object, [the government! allo- 
cated large resources to industrial equipment and maintenance work 


. *L. Rostas; “Industrial Production, Productivity and Distribution in Great 
Britain, Germany and the United States, 1935-1937,” Economic Journal, March 
1943, pp. 39-54. This study is based on a limited sample. 
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in 1<^M7 aiul is rcatlv to make foreign exchange available for imports 
of machinerv wliich increase efficiency.^ 

Special commissions had. moreover, dealt with individual industries. 
One commission had fouiul that, whereas from 1910 to 1936 the output 
of eight tvpes of grey cloth per man-hour in the United States had in- 
creased from a minimum of 46.74 per cent for carded weft sateen to 
a maximum of 151.8 per cent for terry cloth, there had been little change 
of productivity in the United Kingdtun. .\nother textile commission em- 
phasized the need of a rise in productivity to cope with a deficiency of 
man-power of 40 per cent, and increased competition abroad. Its way 
out was a firaJiui! rationalization of the industry, including a two-shift 
system which wt)uld make the turnover to modern techniques less ex- 
pensive. Only in this manner would it be possible to contend with high 
wages, scarcity of resources for producing new e<|uipment, and foreign 
competition. ‘ 

Studies of specil'ic industries were not very reassuring. A commission 
of experts on coal must have given the British people some nnplca.sant 
hours; they reported that from 1925-27 to 1936, output per man-shift 
ha»l risen by 54. 81 . an<l 1 18 j)er cent in Poland, the Huhr, and Holland, 
respective!)-, but by only 14 per cent in the United King<lom. In 1938, 
output per man-sliifi was 1.148 tons in tlie United Kingdom. 1.523 tons 
in the Rulir. 1.787 tons in Poland. 1.830 tons in Upper Silesia, and 4.37 
tons in the United States. This commission listed the advantages other 
countries had over the United Kingdom, and made radical suggestions 
to assure the improvement of this vital industry. Natural conditions, in- 
<lecd. were much belter in the United States than in England; but this 
could not explain British inferiority vis-a-vis European competitors. 

It was ncccs.sary to consider financial arrangements in use on the 
continent, which were more conducive to increasing output than those 
operating in the Unite<l Kingdom. In addition, comi>ctitors in Europe, 
as well as in the United States, held other advantages : their tax system 
was less harmful to output than the British ; their mines were larger and 
more economical to Oj)crate ; they could shut down non-cconomical 
mines with greater facility; they depended less on the use of hand picks 
and shovels, and more on the use of electricity and on locomotive haul- 
age; statidardizalion of sizes and qualities was more popular abroad 
than in Great Britain.® 

A few general remarks should be made about the relevance of pro- 


Hdillf for Oult>itt p. 43 (Economic Survey for 1047 , p. 30). 

• Ministry of Production: Jic(<orl of the Cotton Textile Mission to the United 
Shtlcs of America (1944), pp. vii, 45; Board of Trade Working Party Reports: 
Cotton (1946). pp. 162-76. 

’‘Ministry of Fuel and Power: Coal Mininp, Report of the Technical Advisory 
Committee (Cind. (5610, hfarch 1945), pp. 27-9, 1^41. 
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ductivity for the Britisli economy, though one may read too much into 
the statistical comparisons of man-hour output. In Britain, it is necessary 
to allow for the production of fine goods which puts more emphasis on 
quality (textiles) ; for the smaller market which frequently excludes as- 
sembly line methods (automobiles) ; for the relative cheapness of labor 
and the small volume of savings which makes outlays on capital per 
worker as large as in the United States uneconomic in industry gen- 
erally. In spite of all of this, we must not conclude, however, that low 
productivity should not concern the British. Its effect on national output 
is like that of a poor circulatory system on one's health. It does little 
good to feed the patient well if he is not able to get the nourishment 
through his system, and so it does little good to put all resources to 
work if output per unit is low. 

High productivity for the British is a matter of economic survival. 
That the British balance of payments deficit is estimated at £650 million 
for 1947, or about 12 per cent of the country’s personal consumption, 
clearly shows the necessity of raising productivity. The need of increas- 
ing man-hour output is further emphasized by one estimate which places 
the British requirement at around £14,020 million (about twice the na- 
tional output) over the next ten years for repairing war damages, de- 
ferred maintenance, and replacement ; for paying war debts ; and for 
covering budgetary deficits.® These charges on the national output at 
least temjKirarily accentuate the difficulties of maintaining the minimum 
standard of living, without which workers will not fully co-operate. 

Emphasis on Productivity in the USSR 

Productivity is an old story in the USSR. Indices of industrial out- 
put suggest to the cursory investigator unprecedented rises in produc- 
tivity. In a period of twelve years, 1928-40, industrial output was sup- 
posed to have risen by 650 per cent, an unparalleled rise in output, and 
per capita real output by 352 per cent. It is not surprising that the 
annual rise in labor productivity was estimated at 8, 13, 13, 21, and 9 per 
cent beginning with the year 1933, a rise about four times that in the 
United States.^ 

Actually, Soviet statistical tecliniques arc not beyond criticism. By 
evaluating output at 1926-27 prices and yet inserting new products at 
the higher prices prevailing at the time of inclusion, Russian production 
indices tend to yield an exaggerated rise in output. Since prices rose 

‘F. \V. Paish: “The Finance of Reconstruction,” Ecotwmic Digest, May 1947, 
P. 30; British Information Service: Britain’s Balance of Payinenis (Jan., 1948), 

p. 1. 

’A. Baykov: The Development of the Soviet Economic System (1947), pp. 
290, 344; A. Yugow: Russia's Economic Front for War and Peace (1942), p. 199. 
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fairlv stcadilv after 192S, the inclusion of a significant part of output 
at prices above 1926-27 (even though output is presumably measured 
in 1926-27 prices) inflates the expansion of output, for output is meas- 
ured not in 1926-27 prices but at rising prices. . - n 

Ingenious investigators have checked on the Russian statistics. Re- 
iving upon estimates of Russian output in terms of prices in Western 
countries. Colin Clark finds that Russian gains in productivity have 
been disappointing. According to his estimates, real income was roughly 
equal in 1928 and 1934 to that of 1913. and. under the war threat, about 
50 per cent higher in 1940 than in 1934. Real output per man-hour was 
roughly equal in 1928 and 1913, and less in 1934 than in earlier years. 
By 1937, it was 25 per cent {-.hove the 1928 level. Using a similar tech- 
nique. Dr. Baran discovered that gross national income of the USSR 
was $44 billion in 1940 (in 1940 dollars), an amount equal to about 
two-fifths of United States income at that time. On a per capita basis. 
Russian consumption was one-fourth of United States consumption in 

1940. and considerably less in 1947. 

Again, by comparing the rise in o\itpiit in basic materials and the 
announced increase in national income. Dr. Geischenkron gives some 
indication of the inflation of Russian estimates of income, output, and 
of productivity. Thus, whereas the index for all industr>' was 762 m 
1939 (1913=100), the index for freight originated was 418. for crude 
oil 322, for coal 456. for pig iron 361. for steel 446. (Electric power 
alone had risen more than the general index, which was based, it will 
be recalled, on 1926-27 prices.)'* 

This discussion suggests that the rise of productivity and putput has 
not been so great as is generally assumed ; but the statistics of output of 
basic materials and services also suggest large improvements. An exami- 
nation of the Fourth Five-Year Plan reveals at every step how great an 
importance the Russians attach to rises in productivity. Over-all national 
income in the years 1946 to 1950 was to rise by 48 per cent in stable 
prices, labor productivity by 36 per cent, and the amount of capital by 
50 per cent. Within fifteen years steel output at 60 million tons and eoal . 
at 500 million tons were expected to compare favorably with the produc- 
tion of the United State.s.® Obviously, these gains can come only in part 
out of a greater mobilization of workers, and in particular by forcing 
workers into the cities. A rise in productivity is the nub of the problem. 

At every’ point the importance of rising productivity is made clear. 

A few examples follow : 


"Symposium on “An Appraisal of Russian Economic Statistics.” by Messrs. 
Bamu. Bergson. C. Clark. Harris. Gcrschcnkron. and Yugow in Rcvtnv of Eco- 

iiotnic'Siatislies. Nov. 1947. pp. 213-46. . • .i tt c c o •• M th^ 

* M. M. Dobb: "Post-war Economic Prospects in the U.S.S.R., Eullcivi oj ine 

Oxford Itislilule of Slalisl'ies, June 1946. pp. 192-8. 
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.\niong the objectives of the Fourtli Five-Year Plan, the government 
^s•ould “raise the productivity of labor by making tlie utmost of the 
8-hour working day, by the all-round mechanization of heavy lahor- 
^ ches of industry , b\ extending electrification in the national 
economy and by intensifying production processes." 

It was also necessary to enhance the significance of profits and 
cost -accounting as an additional stimulus to production ; to increase 
the profitability of all branches of industry by lowering costs of pro- 
duction; to induce business organizations to pay greater attention to 
mobilizing their internal resources, observing scrupulous economy 
and resolutely eliminating losses due to bad management and unpro- 
ductive expenditure ; to increase the proportion of premiums for tlie 
fulfillment and over-fulfillment of output programs in the total earn- 
ings of workers and clerical employees. . . , 

One of the major tasks of the coal industry is considerably to 
improve the quality of coal by concentration, screening and tl\e 
manufacture of briquettes. Large-scale, technically up-to-date mecha- 
nized plants shall be established for the concentration, screening and 
briqueting of coal.^^ 


Under-Emphasis in the United States 


In American official reports, little attention has been given to the 
problem of productivity. In the First Annual Report of the Council of 
Economic Advisors, productivity is not discussed. This might have been 
expected since the Employment Act concentrated on employment, not 
productivity. In the Economic Report of the President (January 8, 
1947), it was stated that “labor, on its part, must recognize that high 
volume at low costs and low prices requires high productivity and the 
absence of restrictions on production.” The President also focused 
attention on the need of utilizing the lalwr force in an efficient manner, 
and, in particular, by increasing mobility and improving counseling 
and training. Impressed by the gains of 3 per cent per year in man-hour 
output over the decades, which he associated with technological devel- 
opments and a steady stream of additions to plant and equipment, the 
President urged private industry to expand the productive base of the 
economy, in addition to assuring adequate demand. 

In his Midyear Report the President elaborated further. He was 
clearly concerned over the recent rise in basic straight-time hourly wage 
rates in coal mining from .$1.18 to $1.63, and he feared that this rise 


^The Greot SioHn PiveA^car Plan, n, 4. 
pp, 4, 6. (Paraphrased). 

20, 24-S. In the January 1948 Economic Report of the President insli- 
tuiional aspects of productivity receive much altention. See pp. 12M38 of this 
volume 
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nii"ht be the occasion for an epidemic of similar advances. Inflationary 
effects mijjht be averted if the rise were offset by an increase in pro- 
ductivity. This increase of wages offered an opportunity to admonish 
hotli capital and labor against restriction of output. 

Rcco-^nizing their common interest in common ends, they should 
do evervthing in their power to increase production so that the goals 
of maximum production, employment, and purchasing power can bs 

continuously achieved. . i • t i- 

[businessmen] seek relief from business difficulties by lim- 
iting jiroduction. and they hope to avoid future business difficulties 
by limiting the capacity of their plants and industries and by with- 
holding new production techniques. ... 

Labor, for its part, must root out a belief long held by some that 
tlic volume of work available is strictly limited, and that if they do 
it rapidly they will soon be out of a job because the work is finished. 
Make-work operations, feather-bedding, and soldiering on the job are 
practices that fall into the same catcgor>' as limitations on production, 
capacitv, and new techniques on the part of management.'"’ 

In the years 1945-47, wage disputes, more than any other factor, 
attracted attention to man-hour output. Clearly the country was much 
more concerned over the disifihuliou of the national product than over 
its voltinic. In making wage agreements, it was necessary to guess at 
man-hour output, and therefore at the level of output. This level, in turn, 
depended on the smoothness of reconversion, including the avoidance 
of labor disputes and treatment of bottlenecks. Man-hour output on the 
whole was disappointing in the early post-war years. 

Many had anticijiated that the experience of the years 1919-22 would 
be repeated — a 10 per cent rise in man-hour output per year; or that, 
at least, man-hour output would rise by 3 per cent per year, as in the 
preceding 20 years (80 per cent compounded).'* 


“jUirfvror Economic Report of the President Transtnitted to the Congress 

(July 21. 1947). pp. 42-3. . . . ... 

For a discussion of tcclinical difficulties arising in overall productivity indices, 
see W D. Ev.ans : Recent Productivity Trends and Their Implications {mimco- 
graplied 1946), p. 13; Bureau of Labor Statistics: 5‘Mmmor.v of Proceedings of 
Conference on Producliinty (1946); S. Kuznets: Notional Product in IVarhme 
(National Bureau of Economic Research, 1945), passim: S. E. Hams: Inflatton 
and the chnerican Economy (1945), pp. 28-33. . 

In fact, Mr. Evans of the Bureau of Labor Statistics, a leading expert in this 
country, in 1946 predicted a productivity rise of one-third in manufacturing Uforc 
1950 In another interesting survey the Bureau of I..abor Statistics estimated that 
from 1939 to 1950 the rise might be from 20 to 30 per cent for most industries. 
(This was not a prediction). The greatest percentage nse m manufacturing would 
be in chemicals and allied products (44). the smallest in non-ferrous metals and 
their products (14) ; in mining (25) ; transportation and public utilities (41-42) ; 
trade (19); finance, service, and miscellaneous (IS); and construction (9). 
Bureau of Labor Statistics: Full Employtncnt Pallems, I9S0 (1947), pp. 8-9. 
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It is not safe to project irom past trends. Much dei)en(ls upon the 
structure of industry. Old industries, for example, gain slowl}-, whereas 
new industries advance rapidly. Man-hour output in the airplane in- 
dustry rose more than three times in three years; in the automobile in- 
dustr>-, 134 per cent from 1919 to 1929, and only 19 per cent from 1929 
to 1939; in rayon, productivity dotihled from 1929 to 1934 and nearly 
doubled again from 1934 to 1939: but in the ntanufacture of bread 
and bakery products, the rise was only 3 per cent for the whole period 
1924 to 1940. Another reason for accepting past trends with skepticism 
is related to the above. Sendee industries play an increasing role in 
our economic life ; in these industries the technical advances are at a 
slow rate. Extending the productivity gains in manufacturing to the 
whole economy, many are disposed to exaggerate the increases in man- 
hour output. Again, caution must be exercised in projecting from past 
trends when unemployment in large doses was common, because of 
the adverse effects upon man-hour output associated witli bottlenecks 
and lack of rescr\’es symptomatic of the full employment economy, 
which may well become the prevailing type of economy.*'’ 

The Importance of Productivity in France 

and Other Countries 

Concern with productivity is not limited to the countries discussed 
so far. The less satisfactory economic conditions are, the more attention 
is paid to productivity. In countries like the USSR, Czechoslovakia, 
Poland, Greece, and India, which are concerned wdth low standards of 
living, reduced further by war, the emphasis on productivity is unmis- 
takable. In many of the countries with minimum standards, the discus- 
sion of productivity is related to that of industrialization, and to a 
general redistribution of manpower in favor of productive industries. 
In Czechoslovakia and Japan, for example, the waste of manpower in 
service and selling is a matter of particular emphasis ; and even in the 
United Kingdom, the parasites who live off others receive special in- 
vectives from the Attlee Government. In the Beveridge book on Full 
Employment, Dr. Kaldor anticipated that a rise in output would be 
associated with a redistribution of labor in favor of productive indus- 
tries and at the expense of service industries — to the accompaniment 
of full employment conditions.** Any rise in man-hour output associated 

“I have discussed some aspects of these problems in my Inilatjon ond tite 
American Economy, Ch. VI and pp. 424-7. TTiis book includes additional bibli- 
ography. Also sec Report of Committee on Banking and Currency: Basic Pacis 
on Employment (Sept. 1945), pp. 6-11; J. Backman: fVages and Prices (1947), 
Ch. Ill; Bureau of Labor Statistics: Full Employment Patterns, 1950 , PP- ^ 

** Sir William Beveridge: Full Employment in a Free Society (1944), pp. 396-7. 
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with the re-allocation of labor and capital in favor of industry, even 
if it v'-lioiild contribute to a higher output per man-hour, is not the matter 
under consideration at this point4^ 

Of the major powers. France, in particular, has focused its planning 
camera on productivity. Modernization is on the title page of the 
Monnet Report atul it is the theme, with variations, throughout the 
volume. In the pre-war ])criod, it was obserxxd. real income per capita 
was but one-third as large in France as in the United States. Comment- 
ing on the high income level in Holland, which has no iron, in Sweden 
whicli has no coal, in Switzerland and Denmark, which have neither coal 
nor steel, ami in Xcw Zealand, the Report concludes that the standard 
of living depends on technical advances, not on economic resources con- 
sidered in an absolute manner. “While immigration and a longer work- 
ing day will help in the short run. a rise in productivity is by far the 
most elTcctive means of raising output in the lojig run.” In the view 
of the Committee. France’s technical capacity and the industry of her 
workers arc the c()ual of those in any other country; hut her capital is 
tlcficient and her productive process archaic. With the loss and deterio- 
ration of her capital, the withdrawal of resources by Germany, the 
deficiency of food supplies — accompanied as usual by absenteeism and 
reduction of productivity — efficiency <leclined further in the war.** 

It was considered important for France to rai.se the level of pro- 
ductivity so that she might pay for her indispensable imports, and thus 
offset the loss of productive workers brought about by the aging of the 
population and by war losses — not to mention the over-staffing of gov- 
ernment and distribution.** 

The Bombay Plan for India proposed to treble the national income 
within a period of fifteen years and double the per capita income. (In 
the view of the authors of this plan, the rate of expansion was to be less 
than in the USSR in the years 1928-40.) This spectacular rise was to 
be achieved by the introduction of a balanced economy which would 
embrace the development of basic industries, and notably power ; pro- 
vision for adequate capital in industiy ; and improvement in agricultural 
methods, partly by amalgamating holdings.*® 

"Since the reward in tcrtiarj* (seivicc) industries arc hifthcr than in primary • 
and secondary industries — at least in modem capitalist societies — it might seem 
that man-hoiir output would not g.iin pari passu with the transfer of resources from 
tertiary to secondary industries fi.e, m.nnufacturing). But, as has been observed 
elsewhere, the real wages paid in tertiary industries will depend largely upon output 
in primary and secondary industries; and if output in these industries is low, a rise 
in pcr-capita real income might not be had by shifting resources to the tertiary 
indu-itrics. 

” Rapport Genera! siir le Premier Plan de Modernisation et d^Eqnlpemeitt, pp. 
12-U. 

'•Ibid., p. 19. 

“’W Plan of Economic Development for India (1944), pp. 27-40. 
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In Greece, too, productivity is an important issue. \ irtually tlie 
entire report of the FAO is <levoted to this problem, and, in particular, 
to raising output in agriculture, forestr)’, and fisheries. Industrialization, 
as usual, receives considerable attention. The long-range goal is to trans- 
form the area from a predominately agricultural countr>- employing 
mostly primitive methods to a more industrialized country using efiicient 
modem methods in agriculture and in industr)'. 

Start a program of modernizing its own agricultural and other 
services to provide the facts, guidance, education, and fuller facilities 
nccessar}' for its people to carry this pro^am into action ; 

. . , give special attention to the improvement of agricultural 
methods, better utilization of water and soil resources, the encourage- 
ment of co-operative action by fanners and consumers, and the de- 
velopment of greater industrial activity and employment.-^ 

Greece is an over-populated country ; its farms are small, and the 
yield much below average. Arable land in acres per j>erson of farm 
population was 1.31 (world average 1.90, the United States, 17.03), 
and yield in bushels (all grains) was 13.5 for Greece (as compared 
with 18.9 for the world, and 18.6 for the United States).-^ Attention 
of outside experts is concentrated on raising output and finding more 
productive employment for the excess population. 


Some General Remarks 

Productivity is the concern of almost every planner ; and the lower 
the standard of living, the greater the shortage of labor, and the greater 
the damage wrought by war, the more interest is shown in raising man- 
hour output. In this chapter the problem has been man-hour output, or 
more aptly, man-year output. Other ways of raising output, such as 
industrialization, expansion of production at the expense of parasitic 
industries, and expansion in the size of the labor force, are discussed in 
other parts of this book. A rise in man-year output, industry by industry, 
depends upon obtaining more capital — which will make modernization 
and replacement of old capital possible, and, where necessary, effect 
an increase in capital per worker; upon improvements in labor-capital 
relations ; upon improved techniques, better management, better training 
and education, and removal of restraints on output by both manage- 
ment and labor. As has been made evident in the discussion of both the 
USSR and the United States, the measurement of productivity is, 
indeed, a stumbling block. 

^Report of the FAO Mission for Greece (1947). p. 3; cf. Dept, of State Bulle- 
tin Supplement : Aid to Greece and Turkey (1947), pp. 905-7. 

^Report of the FAO Mission for Greece, p. 155. 
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Numbers in Secondary and Tertiary Industries 


R apid industrialization is one of the prime objectives of many of the 
planned economies. An examination of the plans presented in this 
book will clearly show, for example, that for India and the Argentine 
industrialization is not merely a scaffolding to aid the building of the 
economy, but rather its very foundation. For Greece, Czechoslovakia, 
and Poland industrialization is to make important contributions to the 
growth of the economy. No historian of the USSR can be unaware 
of the decisive part played by industrialization in the growth of the 
Russian econotny. Everywhere in Asia. Eastern Europe, and South 
America industrialization is the symbol of economic progress, and 
frequently of political and economic independence. 

In the past, there has been a high correlation between industrializa- 
tion and national income. Countries with a large proportion of their 
manpower in agriculture usually have a small per capita income; and 
as the proportion of labor in manufacturing and other secondary indus- 
tries (e.g. public utilities) rises, incomes rise. With very few exceptions 
— the Argentine and Australia may be among them — the average worker 
in a factory can produce more than one on the fann. Similar relations 
between high income and industrialization will be found among the 
states of the United States. C. Clark, A. J. Brown, L. H. Bean, and the 
League of Nations, among others, have dwelt upon these relationships.' 

* C. Oark: The Conditions of Economic Progress (1940), Gu. 5, 7-9, and The 
Economics of 1960 (1942), pp. 70-1 and appendix; A. J Brown: Industrialisation 
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An indication of the association of high income with industrializa- 
tion may be had from this table : 


INDUSTRIALIZATION 

AND INCOMES- 



Real income 

% Population 


per head of 

gainfully 


Ihe populaiion, 

occupied iu 



secondary in- 


iuteruational 

dustries {.most 


units per ^$00 

recent census 


hours of zvork 

before zc'cr) 

Induslrialiecd Countries 



1. United Kingdom 

5^ 

44 

2. United States 

545 

31 

3. Switzerland 

455 

45 

4. Germany-.Austria 

343 

39 

Non-Industrialiccd Countries 


1. China, etc. 

44 (1925-29) 5 

2. India, etc. 

64 (1925-29) 14 

3. Poland 

117 

18 

4. Portugal 

125 

18 


A time comes in the development of industrial nations when the 
proportion of tertiary workers (e.g., services, government) begins to 
rise at the expense of both primary (agriculture, mining) and secondary 
industries. As technology progresses and standards of living rise, the 
necessary supplies of material goods are obtained with reduced amounts 
of labor and require a declining percentage of income ; the demand 
for services of various types and the available supply of labor grows. It 
is not surprising, therefore, that the highest per capita incomes arc found 
in countries with the largest proportion of employment in tertiary in- 
dustries. In the pre-war years the percentage of workers in tertiary 
industries in the United States was 50; in the United Kingdom, 50; in 
Germany, 37 ; in Switzerland, 33. For China, India, and Poland, the 
respective figures were 20, 23 and 20.^ 

In a sense, then, advanced countries ultimately reach a stage of de- 
industrialization. Unless they can find work for the growing population 
and those displaced by technological improvements, a serious iinem- 
ploynient problem will set in. Hence the growing emphasis on distri- 
bution, public investment, education, and the like. 

Those who are attracted by the importance of tertiary industries 
should never lose sight of the fact that the contribution of tertiary 
industries depends upon the availability and productive capacity of 

and Trade (1943), especially Chs. 2-3; League of Nations: Industrialisation opsd 
Foreign Trade (1945), Chs. 2-4; L. H. Bean: '‘International Industrialization and 
Per (^pita Income,” in National Bureau of Economic Research: Studies in Income 
and Wealth. Vol. 8 (1946). pp. 122-40. 

■Adapted from C. Clark: The Economies of i960, pp. 70-1 and app. table. 

•Ibid., pp, 70-1, 
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f'riinary and secondary induslrics. Unless the latter yield large output 
j)cr man-hour, incomes in the tertian,' industries will not be high, 
ili^^h inoductivit\- in primary and, especially, secondary industries sets 
the tone in the tertiary industries. Unless the secondary industries yield 
large output per man-hour, they cannot pay high wages; and the devel- 
oping tertiarv industries, which tempt workers away from the secondary 
industries, will ])ay more than the latter but an excess above a love level 
in manufacturing and relatc'l industries. If man-hour output is low in 
secondary industries, the real wage rate will necessarily be low in ter- 
tiary industries, for workers in these industries will find their material 
imrehases expensive. Ordinarily, as the tertiary industries grow, incomes 
in this group rise above those in the secondary industries ; but ultimately, 
as in response to the greater rewards, workers and professional men 
and women flock to these industries, the excess pay in the tertiary in- 
<lustrics is gradually whittled down. 

High pay an<l high incomes in tertiary industries stem from the 
high productivity in mamifacturing indttstries ; and the high incomes in 
countries with large proportions of tertiary workers may wrongly be 
interpreted as a result of high productivity of these workers, whereas, 
in fact, the influx into tertiar)' industries is based on, and originates in 
high productivity in manufacturing. In the tertiary industries (e.g., 
selling, <listribution, government, education), the assembly line method 
of production cannot be used, and these economies of large scale output 
are not, as a rule, of great importance ; there, nevertheless, over the last 
few generations, incomes per capita have been high. This brings me to 
an imjiortant problem raised by the plans under consideration in this 
volume. In several countries, the emphasis is put upon conservation of 
manpower. It is proposed to shunt labor to primary and secondary in- 
<lustries. at the expense of tertiary industries. The British, French, Cze- 
choslovakian. and Greek plans, for example, emphasize the importance of 
reducing tertiar)' employment. In view of the high direct correlation of 
income per capita and the proportion of the working population in ter- 
tiar>’ employment, the economic architects for these countries might be 
criticized for their abysmal ignorance of statistical correlations. Actu- 
ally, they arc quite correct in their reluctance to absorb too many work- 
ers in tertiary industries. Knowing that tinkering with a speedometer so 
that it shows 60 miles when the car is traveling only 40 miles does not 
actually get the passengers to their destination faster, they are similarly 
aware of the fact that keeping excessive numbers of workers in tertiary 
industries when the farms and factories are short of workers and output 
and productivity are low, is not going to provide their countries with 
high incomes. They would, indeed, be correlalion robots if they tried 
to maintain a large proportion of tertiary workers m the deficient 
European economics of the late forties merely because they have learned 
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that countries zi'itit large proportions of tertiary icorkers ffciiirall\ are 
high-incoine countries. The more deficient the output of the basic in- 
dustries, the lower the standard of living; and the greater the competi- 
tion for limited supplies, the more parasitic are the tertiary workers 
who might be more cffectiveh’ used to produce bread, shoes, machines, 
and housing, rather than services which are not absolutely essential. 

A completely controlled economy like that of the Russians does not 
permit workers to pour into unproductive tertiary industries so long as 
serious shortages prevail in mining and industry. In contrast, the British 
semi-planned economy of 1946-47 allowed a price structure to develop, 
■which, in the absence of manpower control, resulted in wasteful use of 
manpower in selling, entertainment and similar occupations. ■* 


Industrialization and Trade 

In the inter-war period industrialization in backward countries had 
an unfortunate effect on some advanced industrial nations, and, in par- 
ticular, upon the United Kingdom. The great British economist Marshall, 
considering the growth of trade between Great Britain and Germany as 
the latter’s manufacturing industries grew, liad commented earlier upon 
increased trade between highly industrialized nations. In a recent study, 
the League of Nations found much evidence of concomitant expansion 
of manufacturing and foreign trade in manufactured products. The re- 
lationship, which is based on the assumption that industrialization raises 
income and that at higher incomes more trading is done, is not so simple 
as Marshall had envisaged. In Marshall’s day, protectionism had not 
attained its current diabolical forms. Recently, A. J. Brown pointed out 
that although increased incomes bring more trade, the industrialization 
process in itself evokes high protectionist measures. Even the authors of 
the League of Nations report had to admit that the thesis of the con- 
comitant variation of trade in manufactured products and industrializa- 
tion (undoubtedly trade in primary products increases) was not borne 
out by the experience of the thirties.® 

Countries embarking on industrialization programs, as was made 
evident in the 1946-47 discussions of the charter for the ITO, arc in- 
clined to rely heavily on trade restrictions. In the 1946 proposed charter, 
for example, the following statement was made; 

Members recognize that the industrial and general economic de- 
velopment of all countries and in particular of those countries whose 
resources are as yet relatively undeveloped will improve opportunities 

* Economic Survey for 1947, p. 33; National Income and Expenditure of the 
United Kingdom, 1938 to 1946, Table 26. 

’Industrialisation and Foreign Trade, pp, 76-81. 
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for eniployiiient, enhance the productivity of labor, increase the de- 
mand for goods and services, contribute to economic stability, expand 
international trade and raise levels of real income, thus strengthen- 
ing the ties of international understanding and accord.” 

Article 12 recognizes “that progressive economic development is de- 
jicndcnt u|)on the availability of (a) adequate supplies of capital ftinds; 
and (b) materials, equipment, advanced technology’, trained workers 
and managerial skills.” Members agree to impose no unreasonable im- 
pediments that would interfere with other members attaining the re- 
quired factors: and the latter agree to abide by their international obli- 
gations. 

Article 13. however, makes clear that governmental assistance, in- 
clusive of protectionist devices, is a legitimate weapon for establishing 
industries. It is pointed out that “members recognize that an unwise use 
of such protection would impose undue burdens on their own economies 
and unwarranted restrictions on international trade and might increase 
unnecessarily the difficulties of adjustment for the economies of other 
countries.” Nevertheless, the charter to some extent provided for brush- 
ing aside the obligations it imposed when exceptions should be made to 
further industrialization.^ 

In its five-year plan, parts of which arc presented later, the Argen- 
tine government would raise tariffs and impose quotas in order to put 
Argentine infant industries on a competitive basis; would impose “defen- 
sive” duties to contend with dumping; would favor the importation of 
raw materials, machines, and other items required for industrialization 
by reducing tariffs and setting low exchange rates (low peso price for 
foreign currencies), an<l stimulate the exportation of highly fabricated 
commodities by fixing high exchange rates (each dollar would be ex- 
changed for many pesos) ; would protect the domestic market against 
local monopolies in essential materials by adjusting imports ; and, when 
domestic production of industrial products fonned a small part of total 
sales, would subsidize their production, with the revenues provided by 
a small increase in tariffs. In short, the government announced its in- 
tention of having recourse to almost every’ known protectionist device 
in order to accelerate industrialization — and many of the measures had 
been put into effect even before the plan was announced.® 

Objectives 

In general, the objective of industrialization is to raise output and 
national income. More specifically, it is to move population from farm 

“Report of Ihf First Session of the Pref-aralory Comniitlee of the United Na- 
tions Conference on Trade and Employment (London, Oct. 1946), p. 27. 

’ Ibid,, p. 28. 

*Plon De Gobiemo, 1947-1951, Vol. j (1946), pp. 362-4. 
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to factor)-, to find employment for excess population, and tu raise the 
output per man-hour or man-year. 

In India, for example, industry, agriculture, and services had con- 
tributed 17, 53, and 22 per cent of the national income, respectively, in 
1931-32; the Bombay Plan of 1944 proposed a distribution of 3.’', 40, 
and 20 per cent. W'ithin fifteen years industry’s ratio of output was to 
slouble and agriculture’s to decline by one quarter. In absolute aniouiils, 
industr)''s production was to rise by 500 per cent, that of the services l)y 
200 per cent, and that of agriculture by 130 i)er cent. As usual, the con- 
centration was to be on basic industries: power, iron and steel, engi- 
neering, chemicals.” 

In the USSR the objective, again, is to raise the standard of living, 
although up to the present the increased output has been diverted dis- 
projiortionately to capital and military purposes. In its most recent five- 
year plan (1946-50), the Government expresses the following views on 
industrialization : 

This epoch-making victory could only be achieved because the 
whole country had been made ready for defense beforehand. 1 hree 
five-year plans of development of the national economy of the USSR 
were required in preparation for the tremendous task. 

The Soviet Union created the material conditions which made it 
possible to prepare the country for active defense before it entered 
the Second World War by consistently carrying out the policies of the 
Communist Party, and, first and foremost, with the help of the Soviet 
policy of industrializing the country and collectivizing agricul- 
ture. . . . 

The 18th Congress of the Communist Party of the Soviet Union 
(CPSU) in 1939 laid down the lines for a gradual transition from 
socialism to communism and set before the peoples of the Soviet 
Union the aim of overtaking and outstripping the principal capitalist 
countries economically, i.e., with respect to the volume of industrial 
output per head of the population.^® 

Then the document goes on to say that the groundwork for the de- 
velopment of the economy had been laid in the Third Five-Year Plan; 
that socialist industry had made rapid strides prior to the war — with 
industrial output rising by 13 per cent a year, within three years output 
of the means of production rising by more than 50 per cent, and that of 
the machine-building industry by 75 per cent ; that the development of 
heavy industry, the development of eastern areas, and the accumulation 
of large reserves of materials helped to strengthen the economic and 
military might of the nation. Expansion of industry in the East under 
the five-year plans, along with the rapid re-establishment of more than 

* /i Plan of Economic Development for India (1944), pp. 29-30. 

**The Great Stalin Five-Year Plan, p. 2. 
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1,300 large industrial platits evacuated from the \\’est and new construc- 
tion. helped to strengthen and broaden the powerful industrial base in 
the East. 

Objective.s of the new five-year plan included priority to the restora- 
tion of heavv industrv and railway transportation; formation of techni- 
cal programs in all branches of the national economy as a condition for 
the rise in output and productivity: surpassing the pre-war volume of 
national income and national consumption; assurance of permanent 
staffs of workers for industry atul transportation, through an improve- 
ment in living, material conditions, and better training; reduction of 
costs and the search for economies: and increased mobility. 

Industrialization- indeed, had made extraordinary progress in the 
years before the war. Their rate of industrialization tnav well have ex- 
ceeded that of any other country. According to the League of Nations, 
the proj)ortion of the workl’s manufacturing output in the USSR rose 
from 4.3 ix;r cent in 1926/29 to 18.5 per cent in 1936/38; in the same 
perioil. United States production had declined from 42.2 to 32.2 per 
cent of the world’s total. (USSR figures are, however, subject to severe 
reservations, as noted elsewlicre in this voliune.) Whereas world manu- 
facturing output had risen by 33 i>cr cent from 1926/29 to 1936/38, 
that of the USSR had expanded by 474 per cent. Since their imj^ort 
trade had grown by 3 |)er cent, clearly industrialization and trade had 
not moved together in the USSR.*- 

Gains of the USSR were large, even if allowance is made for the 
upward bias in the production index. Output of basic commotlities ex- 
jiandcd greatly — proof of industrial progress. Transfer of workers 
j^layed a significant part: the numbers in industry rose from 11.6 million 
in 1928 to 27.8 million in 1938; and the percentage of workers in fac- 
tories and offices to total population of working age rose from 14.4 per 
cent in 1929 to 29.3 per cent in 1939. Official Russian figures yield an 
average rise in output per man-hour of 13 per cent in the five years 
beginning in 1933. Increased training of workers, engineers, and man- 
agers : voluntary and forced movements of labor to factories ; provision 
of large amounts of capital allocated out of current output ; and rising 
productivity — these factors explain the important gains in industrial 
output. As might be expected, the government favored industry at the 
expense of agriculture, and industries crucial for industrialization over 

“ Ibid., pp. 3-4. 

Indiutrializalion and Foreign Trade, pp. 13, 85. Mr. Gcrschcnkron states that 
for 1913 Russian statisticians have calculated the USSR indii.strial output to have 
amounted to 6.9 per cent of that of the United States ; on this basis he computes 
the 1938 USSR output as 45.1 per cent of American output in the same year. 
However, taking into account the overvaluation of the Russian index, Mr. Gcrschcn- 
kron finds it difficult to believe that in 1938 the USSR industrial output was more 
than 35 per cent of that in the United States. 
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Others. In 1913, agricultural output was 164 per cent of industrial 
output; by 1937, it had fallen to 29 per cent. The significance of tliis 
comparison is affected, of course, by the pricing system used in boili 
years. The share of selected industries in total output of large-scale in- 
dustry was as follows 

U.S.S.R. OUTPUT OF INDIVIDUAL BRANCHES OF INDUSTRIES, 

1928 AND 1936 


(flj f-crccnlage of total) 
Basic Industrial Materials 

1928 


Coal 

2.4 

1.9 

Oil 

4.3 

2.6 

Ferrous Metals 

4.7 

4.8 

Non-Ferrous Metals 

1.4 

1.5 

Consumption Industries 

Cotton Textiles 

17.1 

6.2 

Wool 

3.3 

1.2 

Foodstuff Industries 

22.3 

17.2 

Heavy Processing Industries 
Metal Working Industries 

13.5 

32.5 

Machinery 

11.0 

26.9 

Chemicals 

2.3 

4.2 


In the Argentine plan, the government elaborated on the need for 
industrialization. First, it considered political reasons : the guarantee 
of economic and political independence ; support of the material and 
normal advance of the nation ; attainment of economic equilibrium 
which follows decentralization, and with it politioil equilibrium ; in- 
creased resistance to foreign loans; the strengthening of the national 
defense. Second, it suggested social reasons : the avoidance of unem- 
ployment after the war; a rise in the level of employment, which would 
make possible the absorption of new workers associated with the natural 
increase of population and immigration ; a rise in the standard of living, 
accompanying the industrialization. Third, it enlarged upon the eco- 
nomic effects : an increase of national income, improved distribution, 
the provision of a market for excess production of agricultural and live- 
stock products, the stabilization of prices, and the increase of domestic 
capital facilities. Finally, financial gains, it held, would include inde- 
pendence and stability, increase of productive investments, and the 
widening of sources of governmental revenues independent of fluctua- 
tions of foreign trade.*® 

“Figures in this paragraph from A. Baykov; The Dcfelofment of^ the Soviet 
Economic System (1945), pp. 290, 343-4; A. Yugow: Russia’s Economic Front jor 
iVar and Peace, p. 159; and an unpublished paper by Dr. Gcrschenkron. 

“ Material from unpublished paper by Dr. Gcrschenkron. 

” Plan De Gobierno, 1947 -sr, Vol, J, p. 359. 
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Greece is another country intensely interested in industrialization. 
Its unemployed and partly employed population is large. Technological 
advances in farming and the natural increase of population will further 
increase the numbers unemployed. The F.AO report proposes a redis- 
tribution of the working population, with agriculture’s shares being re- 
duced from 60 to 40 per cent. With the advance of industr>’. more jobs 
will he made available, and the demand for agricultural products will 
rise. When the population is large in relation to the natural resources, 
the case for industrialization is strong indeed— as it is in all countries of 
the eastern Mediterranean. In these countries, the Malthusian specter 
<lepresscs the standard of living ; and tasks must be found for the popu- 
lation other than crowding the land. Arable land per person of farm 
population in Greece was hut 1.31 acres. Even Hungary (2.94). Rou- 
inania (2.54). and Poland (2.22) had more land relative to population 
tlian Greece. In order to achieve the desired degree of industrialization, 
Greece has to have more capital, better education, improved health, tech- 
nical and financial assistance from abroad, and an improvement of the 
tax structure which now impairs her export position and hence her 
ability to pay for imports.^® 

The Proposed Rise in Output 

Under its five-year plan Argentina proposes to raise the annual 
output of industry by 1951 to 43.3 per cent above that of 1943, salaries 
and wages by 52.8 per cent, employment by 34 per cent, and installed 
horsci>owcr by 50 per cent. In the course of the five years, the govern- 
ment proposes a large expansion in the output of raw materials : raw 
cotton. 27 per cent: wool. 40 per cent; l>ook and other paper, 90 per 
cent; steel ingots, 162 per cent; lead, 9 per cent; zinc. 200 per cent; 
aluminum, 17 per cent.^’ 

India’s plan, it will be recalled, anticipates a three-fold rise of na- 
tional income within a period of fifteen years from the time the plan 
is put into operation. (The rise is in relation to 1931-32). Per capita 
income would only double, however ; and, as noted above, total indus- 
trial output is to rise by 500 per cent.^* 

In planning for 1946, the French Monnet Plan required that by the 
end of that year national output should once more be at the 1938 level. 
(In the middle of 1946. industrial output was 22 per cent less than 1938 
output.)^® By 1948 the French plan called for a further rise of 25 per 
cent in output, which would bring it to the 1929 level ; and by 1950, 

” Report of the FAO Mission for Greece, pp. 21-3, 55-8, 155, 162-3. 

Dc Gobierno, 1947 - 1951 , Vol. i, pp. 361-2. 

*• Plan of Economic Dn’clopmcnt for India, pp. 28-30. 

•• By early 1947, it was more than 90 per cent of pre-war figures. 



INDUSTRlALIZATIOy, OUTPUT, AKD FIXANCE 


65 


25 per cent additional. Industrial output would then be 100 per cent 
above that of June 1946, and more than 300 jnrr cent above that of the 
first half of 1945. (This is based on the assumption that industrial out- 
put would rise only as much as total output.) 

The rise in energy from 1938 to 1950 was to be almost 40 per cent : 
consumption of steel, 80 per cent; production of coal, close to 40 per 
cent : cement, almost 250 per cent ; ton-miles of railway transportation, 
more than 80 per cent ; output of machine tools. 200 i)er cent ; of auto- 
mobiles. more than 80 per cent ; of cotton textiles, almost 30 per cent ; 
of machines, almost 70 per cent; of silk in royons (tissues), more tha!i 
80 per cent; and of buildings and public works. 150 per cent. 

Other statistical material also shows that industrj- was to gain dis- 
proportionately. For example, the total number of workers (exclusive 
of services) was to be 200,000 ( 1^2 per cent) less in 1950 than in 1938. 
Agriculture was to carry on with 900,000 (13 per cent) less workers, 
whereas metal production was to gain 270,000 (18 per cent), power in- 
dustry 149,000 (45 per cent), and building and public works 280 000 
(29 per cent). 

Czechoslovakia’s plan requires industrial production to rise suf- 
ficiently so that by the end of 1948 it will exceed pre-war production by 
10 per cent. The planners urge that particular attention be paid to the 
basic industries : 

1. Hard Coal output is to be 16.7 million tons or 17 per cent 
more than production in the first half of 1946. 

2. Brcmm Coal output is to be 23.9 million tons or a rise of 21 
per cent over current output, and 33 |>er cent over 1937 output. 

3. Smelting pig-iron \ 1.4 million tons, a rise of 36 per cent over 
1946 output, but l)elow pre-war. 

4. Power : Output of electricity should increase to 7.4 billion 
KW hours, a rise of 35 per cent compared with present output, and 75 
per cent compared with pre-war output. 

5. Engineering Industries: The percentage rise should be as 
follows: railway trucks, 150 per cent over present output and 7 per 
cent over 1937 ; railway locomotives, 100 per cent in excess of present 
output and more than 300 per cent in excess of 1937 output; agricul- 
tural machinery, 83 per cent in excess of present output. 

6. Chemical Industry : Rise of 69 per cent over pre-war which 
will bring output up to pre-war consumption.^* 

The Polish economic plan proposes: * 

The per capita production of consumer goods in 1949 should con- 
siderably exceed the level of 1938. The index of per capita produc- 
tion in 1949 should reach 125. (1938=100) 

The per capita production of producer goods should exceed twice 

^Premier Plan de Modernisation et d’Eqntpeinenl (1946-47). pp. 20. 37. 

Statement of Policy of Mr. Cotlwald’s Government, pp. 13-15, 3S-8. 

5 
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the per capita production of these goods in 1938. due to a considerable 
increase in the production of coal and electric energy, fhe 
]>cr ca[)ila production of producer goods should be -50 in iMJ. 
( 1038 = 100)22 

A rise of pro<luction of 48 per cent over 1940 volume of output is 
the <^oal set for 1950 1)V the USSR. Ry 1950 an<l 1965 respectively, 
od production is to he 17 and 102 per cent above 1940 output ; coal. 70 
and 241 per cent ; pig iron. 30 and 235 per cent; steel. 33 and 214 per 
cent. Total production in 1945 seems to have been about 10 per cent 
or more below that of 1940. 'I he USSR now proposes an annual rate 
of iiulustrial growth of 10 per cent under her Fourth Five-Year Plan, 
as compared with an annual rise of 20. 17, and 13 per cent in the first, 
second, and third five-year plans— and this des]nte the great destruction 
of capital in the war.^’ 

Wlicrc Is the Money to Come From? 

Programs to industrialize at rapid rates reijiiire capital in large 
amounts, and when destruction of capital or delay in maintaining it as 
a result of war has been large, the shortage becomes even more serious. 
Many of the countries intent upon industrialization arc. moreover, so 
short of consumption goods that the sacrifice of consumption industries 
to the goal of iiulustrialization is painful, indeed. Continued demands 
of the military do not help matters. These countries seek foreign aid and 
in particular. American help Insofar as they can obtain consumer and 
capital giinds from the Unitetl States, they can industrialize without 
sacrificing consumption standards or increasing hours of work. In No- 
vember 1947. the Presi<lent’s Committee on Foreign Aid warned Europe 
that she would have to arrest her rate of capital development. 

In the last rjuarter of the nineteenth century, the Russians had at- 
tained about 5 per cent of their gross output through foreign loans. 
They will be fortunate, indeed, if they obtain as much as 1 per cent 
in the course of the Fourth Five-Year Plan. Significant bottlenecks, 
particularly in basic materials, may be treated through imports ; but the 
imports will have to be paid for with gold, wheat, platinum, caviar, and 
other Russian exports. Finance in the Russian economy will have to be 
provided through voluntary savings and through compulsory savings 
imposed by the creation of money, supplemented by the \ise of the tax 

power. _ • u 'll 

France will depend more on foreign aid, though in the main she will 

tap her <lomestic capital market and rely upon monetary creation. With 


I 


Polish National Economic Plan, p. 9. 

The Great Stalin Fhe-Vear Plan, pp. 6-7. 
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a doubling of her income, Greece should be able to save 10 per cent of 
her annual income; but in the next few years, reliance will be had pri- 
marily on foreign loans and aid. The Argentine's industrialization pro- 
gram does not rest significantly on foreign loans; in fact, one of its 
objectives is to free the economy from servility to foreign lenders. 

Other countries look upon monetary stabilization as the road to in- 
creased savings. Investment funds in Czechoslovakia are to come from 
the internal funds of business, from bank credits, and public funds. 
Poland requires large credits to finance imports of food ami raw ma- 
terials but also "new methods are required to drain surplus monc) from 
the money market, and to improve further the taxation system during 
1947 in order to mobilize large financial resources for taxation purpo.scs. 
The currency and credit system should be based on the development of 
a suitable technique for the sterilization of the money market, taking 
into account the conversion of former German pro{)erty into liquid 
funds."-* 

Under the Bombay plan, £7.5 billion were needed, the maiti items 
being £3.4 billion for industry, £ 1.7 billion for housing. £0.9 billion for 
agriculture. Hoarded wealth was to provide £225 million; securities, 
£750 million; a favorable balance of trade, £450 million; foreign bor- 
rowing, £525 million; savings, £3 billion; and created money. £2.5 
billion. Domestic resources, it will be observed, would provide £5.7 
billion, or about three-quarters of the capital required. It should be 
noted, however, that the means of reimbursing investors and e.xporters 
in rupees for £1.7 billion arc still to be found. Compensation for dollars 
and sterling turned over requires additional monetary cxiiansion, unless 
the recipients turn the rupees exchanged for them over to the govern- 
ment or the capital market.-'* 

Nonyay is another interesting case study. Not nearly so intent upon 
industrialization as other nations discussed in this chapter. ’Norway, 
nevertheless, is determined to allocate resources disproportionately to 
capital. In its 1947 budget there is provision made for a rise of product 
of 1,450 million kroner; 750 million from additional output and 700 
millions out of imported goods and services. These 1.450 million kroner 
will be used as follows ; 200 for additional consumption ; 700 million 
for additional public and private investment; and 550 for increased 
exports of goods and services. In all, investment should absorb 2,000 
million kroner, to be financed by savings (53 per cent) and by a deficit 
in the balance of payments (47 per centj.^o 

Since writing the above, Dr. Klein in an informative and stimulating 

** Polish Natioiusl Economic Plan, p. 25. 

Plan for Economic Development for India, pp. 51, 55-6, 

Summary of St meld No. 10 Om Nasionalbudsjeltet 1947 , (The Norwegian 
National Budget for 1947), pp. 12-13. 
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essay has explored N'orwegian planning: On the whole he seems well 
pleased with tlie results. Indee<l in the 194/ budget, the planners seri- 
ously had umlerestiinatc<l imports and overestimated housing expendi- 
tures; but amends arc made in the 1948 budget. The government 
depends on direct and indirect controls to achieve their objectives and, 
in Dr, Klein’s view, relies too much on the latter. At least the planners 
have given Norway a uniquely stabilized economy, with improved dis- 
tribution; and in Dr. Klein's view, the government is not content with 
diagnosis and ()rognosis as is the United States; hut also has a pro- 
gram.*’ 

Final Comments 

(a) Industrialization is a complex and costly process. Capital, raw 
materials. trainc<l labor, [lowcr. and managerial capacity are the essential 
ingredients out of which the industrialization cocktail is mixed. Many 
countries seem to face almo.si insuperable obstacles in achieving an ad- 
vanced iiuliistrial stage. In eastern Europe, for example, shortage of 
capital, unavailability of raw materials, lag in technical education, low 
standards of living and inadecjuale export potential to pay for necessary 
imports of raw material an<l capital — all arc obstacles to industrializa- 
tion. Even tlicse countries, however, may make substantial progress if 
they can obtain foreign help over a number of years to press their 
program with the aid of foreign machinery and raw materials: tiUi- 
matcly they may repay out of rising incomes and export |K)tenttaIs. 
Jl’hi'n the pressure of population on natural resources is great, the 
Malthusian specter can he erased only by population control, migration, 
and industrialication — one, tico, or all of these: ond the last without 
population measures may not he effective in some countries. Countries 
intent upon indttstrialization may also have to control the movement of 
capital an*d lalwr on the Russian model, and. at least temporarily, rely 
on protection on the Russian or Argentine model. 

In possession of rich natural resources required for an advanced in- 
dustrial nation, the USSR an<l tlie United States arc in a particularly 
advantageous position. No other country is to be found which does not 
lack a major resource like coal, iron, oil, or other major raw material. 
Even the British Isles arc short of food, raw cotton, and wool, and Ger- 
many of iron. Transportation and power resources are frequently the 
most serious bottlenecks, although^ ij^dequate capital were made avail- 
able, these might lend themselvtfl^ to treatment. China, India, BraziU 
Argentina, Poland. Italy. Japan, and a fortiori, smaller countries plan- 
ning industrialization suffer from serious shortages. Industrialization 

" L. R. Klein. "Planned Economy In Norway,” jlmerican Beonomie Review, 
December. 1948, pp. 795-814. 
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on a large scale will not be possible in these countries in the absence of 
relatively free capital movements and substantial foreign trade. 

(b; In the past, industrialization has brought higher incomes; but 
there are important offsets which should not be left out of account. 
First, the gains of newly industrialized countries seem to have injured 
the older industrialized countries, as an examination of British economic 
history of the last generation or even that of New England will show. 
Second, the universal trek to the cities on a world-wide basis may in 
itself change the terms of trade in favor of the farmer, and one of the 
potential gains of industrialisation will he lost. ^Iigration to the city and 
factor)’ reflects the unsatisfactory relative income on the farms, as well 
as the unfavorable terms of trade: the farmer receives relatively little 
in factory products in exchange for his products. 

Third, an even more important consideration is the following. Over 
the ages the energy given forth by the sun has provided the world with 
large resources which are being used up at a vastly more rapid rate than 
sources of cnerg)’ (e.g., coal and oil) arc being accumulated. Industri- 
alization, in the absence of population control, temls to accelerate the 
wastage. IVith population in excess of 2 billions today, and with a further 
increase of a billion by the end of the century, the exploitation of wast- 
ing assets promises national bankruptcy unless means arc found ta 
harness the energy of the sun or wind and (or), as Huxley suggests, 
means are found for producing food artificially, e.g., through the syn- 
thesis of chlorophyll and the conversion of many agricultural wastes into 
nutrient solutions. In the absence of radical advances, industrialization 
and the accompanying rise in population and consumption of natural 
resources will further despoil future generations. 

(c) The Russian example has certainly contributed to the intcn.^e 
interest in industrialisation. Russia, indeed, achieved the transition from 
an agricultural to a fairly advanced industrial state in a fraction of the 
time required by older industrial nations.'^^ 

Granted that the advance by the USSR may well be unprecedented, 
it is, nevertheless, well not to exaggerate the gains. In will be recalled 
that both because new industries were inserted into the production index 
at current prices instead of the lower 1926-27 prices, and because 
coverage increased w’ith time, official statistics exaggerated the rise of 
output and of industrial output. Moreover, as Dr. Gerschenkron shows 
by examining the anticipated rise in Russian output of basic materials 
in relation to past United States output of these items, the gains in output 
anticipated by the USSR for 1960 are also larger than are likely to 

"A table compiled by Dr. Ezekiel gives some indication of the remarkable 
advance by the USSR. Cf. Chapter XIII. pp. 316-18. Their industrialization over 
ten years equaled that of 40*60 years of other nations. 
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be achieved.-® Those who would follow the footsteps of the Russian 
planners should also he reminded that the achievements were had in 
part by forcing men and women into llie factories, and by the issue 
of all-j)ervasivc [dans, which made the workers and managers toil long 
hours and diverted excessive proportions of the fruits of labor to capital 
and tlie support of a large bureaucracy. 

(d) Finally, financial and monetary aspects of the problems require 
study. Countries with inadequate supplies of capital and unable to tap 
foreign sources of ca()ital. are likely to be dependent upon forced sav- 
ings. \ oluntary savings will contribute little in the countries seeking 
industrialization ; for they are generally poor countries. The forced 
-savings will derive from monetary expansion and rising prices, which 
force unproductive consumers out of the market for labor and materials, 
in favor of the enlre[)rencur, private or public. I^itin American countries 
m the past have especially relied on this tyfx? of savings and the 

USSR has not spurned it. In addition, the latter uses its tax system 

in particular, the turnover tax— as well as its allocation of economic 
resources to force the public to cut consumption relative to output, and 
thus to impose social savings at the expense of the individual. Higher 

prices or sterilized cash are by-products of the svstem. and increased 
cafiital the result. 

tics Nov" Russian Kconomic Slati.«;tics;’ Rnwi- of Economic Slalis- 

•"Cf. my Economic Problems of Latin .1$nerica (19-14). Ch. 1. 
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Inflatiou and Related Problems 


InCroduction 


I Ki-LATiON is a disease which almost invariably appears in war times, 
* atul even more so in post-war years. 1 he occasion is an excess of 
purchasing power relative to the supplies of goods made available to 
those in possession of the purchasing (X)wer. Unless heroic measures are 
taken to remove excess purchasing power through a vigorous tax pro- 
gram and savings campaigns, the excess will be too large to be 
by price and related controls. This country, for example, produced $-1 1 
billion of commodities and services in 1944, with a corresponding flow 
of income payments; but only $110 billion of civilian goods and services 
were made available — about 100 billion went for war.* A serious in- 
flation would have developed irrespective of the controls introduced, 
liad not at least two-thirds of the excess of income over consumption 
goods available at stable prices I>cen removed through taxes and savings 
programs. 

Countries deprived of goods were especially vulnerable to infla- 
tionary forces. Latin American countries, for example, with small ex- 
penditures for defense and war, experienced a price inflation during the 


ntidyear Economic Report of the President (July 21, 1947). 
discussed these and related problems in a lialf dozen ^ks : sec especially Price ana 
Related Controls in the United States (1945) and Inflation and the American 

Economy (1945). 
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war and the early jjost-war at least twice as great as that in the United 
States.* In no small part, the explanation was the large rise in exports to 
the Allies, restrictions on exports by the warring nations, accumulation of 
dollars. £ sieiling and gold with the growing excess of cxi>orts. against 
which domestic currency was issued to exporters. With reduced supplies 
available as a result of expansion of exj)nrts, and a decline of imports, 
and with a marked expansion of purchasing power, prices rose greatly. 

Other countries experienced larger degrees of inflation because they 
sufTcred from more serious deprivations. Withdrawals of goods by the 
Germans during the war (e g.. Greece) or reparation payments to Russia 
(e.g., Hungary) and the breakdown of economics as a result of war 
(e.g.. Ocece and. to a lesser extent. France and Italy), or inundation of 
credit and currency in payment for goods and services (e.g., Greece 
and, to a lesser extent. Belgium and France) helped to bring about an 
advanced degree of inflation. 

Concern with inflation originates in the unfavorable effects upon low 
income groups whose incomes flo not respond to rising prices, and. there- 
fore. with maldistribution ; in the ensuing unfortunate relations between 
capital and labor ; in the difficulties raised for the Treasury in countries 
where re.sourccs do not rc.sixmd well to rising prices, and in all countries 
where inflation reaches an advanced stage ; ^ in the increased propensity 
to hoanl goods and keep them off the market; in the disa(>pearancc of 
working caintal : in the growth of parasitic and tmproductive middlemen 
and sjwculators : in short, in the ultimate collapse of the economy. 

It is no wonder that, ns we shall see. the planners are interested in 
mflation. Rtu we should note here that the USSR, though concerned 
with inflation did not discuss it in its five-year plan. The outside world 
is not informed of price movements within that country. Undoubtedly, 
the vast network of Russian controls, vigorously enforced, reduces price 
nse.s. 1 he reiluced purchasing power of the rotible is. then, reflected not 
in rising prices, but in the decline in the proportion of available roubles 
that might be spent. Any system of price and rationing controls lessens 
purchasing power by reducing the ratio of currency spendable to the 
amount outstanding, in contrast with the fall in value for all units re- 
flected in rising prices in a jrec economy. In the winter of 1947-48, 


Economic Problems of Latin America (1944) Qi T and the editor'^ 
unpublished reports (on deposit at the State Departincm)^;o vari^^ Arne i 
can Governments on their stabilization programs. 

The difficiiltiM encountered by the French Treasury are illuminaiing In 1938 

wtimafe) 'Vc/in^igw billions; and in 1947. 600 billion (last 

fJom L ?i (inclusive of capital items) 
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Russia made a vigorous direct attack: the government demonetized a 
large part of outstanding money and deposits. 


Extent of Inflation 

Perhaps the best manner of measuring inflation is the rise of prices. 
With January— June 1939 as 100, the cost of living of countries with 
moderate, substantial, and very large degrees of inflation is given below. 
(Unless otherwise indicated, the rise is as of the end of 1946.) 


A. Mod<'rate 


B. Substantial 


c Very Large 


COST OF LIVING, 1946^ 

{Janmry-Jutte 1939 = 100) 

■ Australia. 126 (U2) 

Canada, 126 (13S) 

United Kingdom, 133 (132) 

■ South Africa. 135 (146) 

Sweden. 146 (160) 

Norway. 162 (164) 

.Netherlands. 182 (Aug. 1946) (197) 

fPem. 216 (253) 

Brazil. 218 (231) 

, Mexico, 301 (343) 

India, 269 (258) 

I Czechoslovakia, 305 (312) 

L Chile, 317 (383) 

( France, 804 (1.068) 

( Italy, 2.633 (5.050) 

( Japan, 4,000 (June, 1946) 


The above table does not show the extreme inflationary examples of 
recent years. China, Greece, and Hungary are perhaps the most tragic 
cases. In May — July 1946, the rise in Greek prices for six important 
domestic commodities and five important exports was no fititcs over 
pre-war ; for eleven industrial products bought by farmers the rise 
averaged jop times.^ Hungary has undergone the most extreme degree 
of inflation known to the writer. The Assignat experience in the French 
Revolution, the classic case, with a fall in value of 99^1 per cent, and 
even the German experience with a rise in the price of a dollar by 1,000 
billion times \vere healthy currencies compared with the pengo.® 


‘From Monthly Bulletin of Slatisties of the United Nations, March 1947, pp- 
91-7. Figures in parenthesis are for latest month in 1947 available; infonnation 
provided by an international organization. The value of the U.S. dollar in Chinese 
Yuans was: 1939= 13; 1945 = 1.350; Aug. 1947 = 44,500. 

* Report of the FAO Mission for Greece, p. 12. _ 

•Cf. S. E, Harris; The Assignats (1930), pp. 121-5, and F. D. Graham: Ex- 
change. Prices, and Production in HyPer-lnflalion Cernnmy, 19 ^ 0-1923 (1"4U- 
31). p. 13. 



74 


ECONOMIC PLANNING 


Tn Hungary, the circulation rose ten-fold during the war. and 8 bil- 
lion times from the beginning of the Russian occupation to the third 
week of Iinie 1946. In the last three weeks the rise had been 1,200 times. 
'I'he dollar value of the pengc rose times during the war. almost 2 
trillion times during the Russian occupation up to June 22. 1946, and 
2 million times additiotial in the ne.Kt 15 davs. From the end of 1939 to 
June 30. 1946, the circulation in billions of pengos had risen 6,277,271.- 
176.(X)0.0()0.(KX),000 times (6.3xlO^M. and the official exchange value 
of the dollar from 5.7 in December 1939 to 29.373.000.000,000,000.- 
(KK).O(K) (2.94X10^’)- Ry early July 1946, the dollar value of the total 
currency, despite the vast expansion in normal value, was but 2 per cent 
of the pre-war level. Scarcity of currency was genuine indeed.’ 

I he Inflationary Proccs-s: Anglo-Saxon Countries 

Having discussed the nature and extent of inflation, we now turn to 
the treatment of inflation in various plans. Many of them have little to 
.s;iy about inflation, its causes, and cures. In countries already sufTering 
large doses of itiflation, the problem received more space tlian in others. 

In the United Slates an<l some Sterling countrie.s, the treatment was 
rather brief. The I'irsl .Inuiuil Repor! of the Council of Economic Ad- 
visers dismissed the whole problem with a few brief comments on 
])ent-u|) demand.'* The Economic Rt'port of the President (January 8, 
1947), contained a few comments on the rise of prices in 1946 and the 
failure of wages to keep pace. For the most part, the report dealt with 
measures reijuired to maintain purchasing power through increased 
wages and reduced prices.® Nor did the .\fidycnr Report of the President 
in July 1947 deal adccpiately with the inflationary threat: its emphasis 
was on the need of voluntary price reiluctions, on the slimulus to higher 
prices given by backlog of demand, reduced savings, cxjwrt demand, 
and the use of business savings. N’o overall treatment of the inflationary 
problem is to be found, altliough the Council gives its blessing to a 
program of federal surpluses and debt reduction. In January 1948, how- 
ever, the President in his Economic Report analyzed inflationary forces 
and offered a comprehensive program to check them.’® 

British planners were more explicit on these matters. 

Action taken by the government to maintain expenditure will be 
fruitless unless wages aiul prices arc kept reasonably stable. ... If 
we are to operate with success a policy for maintaining a high and 

’I am indebted to Dr. Herbert Furth of the Federal Reserve Board for provid- 
ing me with facts on the Hungarian inflation. 

"Pp. 18-21. 

•Pp. 2-4, lO-Il, 20-1. 

^'‘Economic Report, July 21. 1947, pp. 11-12, 24-34; Jan. 1948, pp. 41-52. 
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Stable level of eniployinent. it will be essential that employers and 
workers should exercise moderation in wage matters so that increased 
expenditure provided at the onset of a depression may go to increase 
the volume of employment. . . . 

Thus, the stability of these two elements [wages and prices] is a 
condition vital to the success of employment policy : aiul that condi- 
tion can be realized only by the joint efforts of the Government, em- 
ployers and organised labour. The Government for their part are 
prepared to do what they can to stabilise prices so as to avoid or 
mitigate changes not rendered inevitable by higher costs either of im- 
ports or of production at home. If. however, the cost of living is thus 
kept stable it must be regarded as the duty of both sides of industry 
to consider together all possible means of preventing a rise in the costs 
of production or distribution and so avoiding a rise in prices which 
is the initial step in the inflationary process.” ** 

In the British Ecofioniic Survey jor 1947 the inflation problem re- 
ceived little attention. At that time, with a semi-socialist government, 
the problem was dealt with largely through curtailment of dcmaml : by 
allocating exports an<l im|X)rts. raw materials and capital; and by con- 
trolling the distribution of the nation's output between consumption and 
capital. It was admitted, indeed, that purchasing power was at unprece- 
dented levels — though as a result of official measures, it was more evenly 
distributed than in the past; and it noted, further, that savings and 
taxes, which accounted for one-third of income in 1947 (as against one- 
sixth in pre-war years), must be large to keep excess purchasing power 
off the market. 

In the Australian discussion, more attention was paid to inflation. 
Once full employment is attained, a rise of expenditures will bring in- 
flation, not higher output, with a<lvcrse effects on the economy. ‘‘Aus- 
tralian Governments will need to study closely economic and financial 
trends in Australia and overseas and the extent to which the available 
measures of government policy arc adequate to deal with this problem. 
There must be great empliasis on collaboration between Australian Gov- 
ernments and between Governments and private business, if we arc to 
insure not only that full employment will be maintained but that it will 
be maintained without running into the dangers of inflation.” 

Wage policy also received much attention. It was considered neces- 
sary to assure w’orkers a fair share of the gains of rising productivity, 
but also to preclude sectional pressures to raise wages, with resulting 
price spiralling and lack of real benefit accruing to any group. Real 
wages should be subject to periodic review'.*^ 


“White Paper on Employment Policy (1944), pp. 18-19, 
^Full Employment in Australia, pp. 6, 9, 12. 
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Inflation: the Netherlands and Belgium 

The Netherlands was greatly concerned with inflation. Since prices 
no longer reflected scarcities, it was the responsibility of the government 
to keep consumption down through rationing. Particularly must they 
keep demand for durable goods in check, since with current scarcities, 
the public was likely to over-estimate their present needs — failing to 
note that in purchasing durable goods they buy for both the present and 
the future. In the views of the Planning Bureau, it was essential that 
disposable income in excess of consumption goods should be taxed or 
saved ; and insofar as voluntary saving was not adequate, the public 
should be forced to save. Tho.se who were fortunate enough to have 
wealth tmist not be free to exchange it for liquid assets or for consump- 
tion goods: in view of the general impoverisliment, those with wealth 
shouUl not be allowed to maintain their former standard of living. 
Li(iuid assets should be allocated according to the social position of the 
persoti aiul the need for retrcnclunent ; consumption in 1946 was to be 
i)ut 74 per cent of that in 1938.*® 

As early as 1942. the Belgian Government-in-Exile not only ex- 
pressed fears of inflation but even then proposed heroic measures to 
withdraw excess money an<l dcj)osits from circulation. In the year 1942 
and 1943, the Commission for the Studv of Post-W’ar Problems made 
definite suggestions for dealing with the inflationary threat. The conier- 
stone of the program was to be the calling in of all purchasing jiower, 
including German notes, and the definite demonetization, or at least 
blocking, of a substantial part. Since controls had prevented the excess 
of motley from having its full effect, it would be possible to contract 
the circulation without inducing a serious deflation. How large the 
contraction should he would depend upon the circulation of money and 
goods, variables not ca.sy to estimate in 1942 or 1943. It was even in- 
ticipated that should the occasion arise, money withdrawn might ivell be 
j>ut into circulation again at low rates of interest on behalf of productive 
borrowers.** 

By October 1944, the government took measures to deal with the 
excess of money along the lines suggested. In April 1945, the means of 
jiayments were diviilcd as follows; 


Billion Francs 


Free 

107 

Temporarily unavailable 

39 

Permanently blocked 

64 


'* First ,\fcmorandum on the Central Economic Plan, 1046, and National 
Pudfjet, 1947, PP- 22-S, 37-9. 

" Rapports dc la Commission Ponr I'Etudt des Problemes ifAPris-Cuerre 
(1941-44), pp. 34 . 7 , 78-81. 
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It had been estimated that the free circulation (excluding deposits in 
savings hanks) had risen from 50 billion francs in 1932-38 to 90 billion 
francs in April 1945. In May 1945. the government proposed a 
gradual freeing of temporarily blocked cash and deposits pari passu 
with the revival of import trade and the resuscitation of the economy- 
In exchange for the permanently blocked money, the government pro- 
posed a forced loan at rates of interest of 1.2, 3, and 3^4 per c6nt in 
the years 1946. 1947. 1948. and 1949. respectively; and a redemption 
of 1 per cent per year.*° 

According to the Hank of Belgium, the Belgian government could 
not dei>end on the orthodox approaches to the inflation problem sup- 
ported by Anglo-Saxon countries. The United States and Great Britain 
had been able to pursue a rational policy of mopping up excess pur- 
chasing power, for they had not suffered from invasion and the accom- 
jianying loss of goods and wealth. It was necessary for Belgium to 
reduce its monetary supplies and thus to bring its prices into equilibrium 
with those of the nations with which she traded.^’* 

Advanced Inflation: France and Japan 

Unlike the Belgians, the French were primarily interested in plans 
for allocating economic resources, not in monetary and fiscal mcastircs. 
In this respect their planners looked Eastward rather than W estward. 

Monnet and his colleagues urged measures to stabilize prices, how- 
ever. They would, for example, balance the government’s budget on 
current account; and allow imbalance on capital account. W^ithout a 
balancing on current account, price stability would be in jeopardy. 

What the French planners sought above all was the savings required 
to modernize industrial plant and to carry through the plan. For this 
purpose, it was necessary to assure price stability. With confidence in 
the monetary unit, the public would not seek liquidity excessively, nor 
invest excessively in materials and real estate, nor move capital out of 
the country. Rather, they would make their liquid assets available to in- 
dustry, and thus reduce the strain on the capital market. The French 
would also depend on foreign loans and on the conversion of foreign 
securities, foreign exchange, and gold into dollars with which supplies 
might be purchased abroad. More capital would then be made available 
without a corresponding rise of savings or expansion of money. It would 

“M. G. Eyskens, Ministre dcs Finances: Expose GMral 
Finoncifre et Plan (FAssainissement Monetaire et Financier (May 16, 1945), pi>. 

7-lS. 

^ Le Devdoppmenl de VAssainissemeni Monetaire (Exlrait du 
formation el de Documentalion de la Danque Nalionale de Belgique, Fevner 19 ). 
PP- 8-9. 
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l)c necessary, in aflditioii. for tliose entitled to francs in exchange for 
foreign assets to invest thein. not hoard or use them for consumption 
purposes. Price stahiiiiy. it was said, was quite consistent with monetary 
expansion; hut it was necessary to relate the monetary additions to the 
flow of savings and of new material for investment. It was also necessary, 
acci>rding to the Monnet Report, that consumers should be charged <?)i/y 
for new materials and iiilcrcsi and atnortisdliott for expendittires for 
modernization: excessive charges for new capital would contribute to- 
wards higher jirices. h'or 1^47, the plan envi.sagcd receipts of 70 billion 
francs from savings of agriculture ami industry, 140-150 billions from 
foreign cre<lits. gold, ami fi>rcign exchange, and 245-250 billions from 
personal savings (including newly created cash).** 

In Japan, strenuous measure.s were taken to deal with the inflation- 
ary prcs.sures, but without much success. 

In .March of last year, when the Government took measures to 
regulate the currency through the issue of the new Yen notes, neces- 
sar\' materials in .^tock were not so scarce as at present, and there was 
an e.xcellent chance for the revival of our national economy. Never- 
theless. tio sign of productive improvement has since been obser\'ed, 
while danger front inflation has steadily grown bigger and our country 
now stamls under great econotnic difficulty.** 

'I'lie Japanese platmcrs observed that there was a lack of balance in 
the bmlgets of the government, of business, of households. On all fronts, 
were deficits. On government account, the deficit was larger in May 
1947, than in .'\[)ril — June, 1946. In the year preceding the issue of the 
report, the deficit was 40 per cent of public expenditures. Similarly, 
<le(icits were to be found in individual industries. Thus in March 1947, 
a ton of coal cost 612 ycti at the mine, but the ofTicial price was only 346 
yen ; for a period of six months, deficits of iron and steel companies 
were 32.4 per cent of expenditures, less than half of which was made up 
by the governmctit. Again, white-collar workers had monthly deficits 
form January 1947. to April 1947, which varied from 132 to 445 yen, 
and lalxirers’ accounts varied from a surplus of 53 yen to a deficit of 
341 yen. (These were apparently based on a comparison of income and 
the cost of a minimum budget.) 

It is necessary to balance the budget of the nation, of enterprise, 
and individuals. The last might live on savings or on accumulated w’ealth 
to some c.xtcnt ; but if the nation does so, it is at the expense of resources 
and foreign loans, hurthermore. it was not easy to raise the taxes re- 
quired to balance the budget in the current state of the economy. The 

'' Premier Pl^i de Modernisation el d’EquipemenI, pp. 90-5, especially p. 94, 
Economte Condition of Japan. Official U'hite Paper Submitted fry the 
Ja/*a9trsc Gofcr9ifnC9tt (July 4, 1947). 
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nation’s economy was being neglected — railroads, forests, river-banks 



required attention. 

In commenting on the budgetary jiroblem. the report i)ut the matter 


in colorful language. 

Supjxrse that any person ordered to clean a room sweeps in all 
the dust under a desk. The room may appear clean enough to a care- 
less observer. But it cannot be said to be really clean. This is also 
the case with the national economy. We must, first of all, grasp the 
reality of our national economy as a whole. H ordered to clean a 
room, we must not allow any dust to remain unswept under the desk, 
or behind the chest of drawers, or in any part of the room. | .Ml parts 
of the economy require attention.) . . . 

Japan is poor in natural resources and has moreover lo.st inter- 
national confidence in attempting a useless war. It is as though a 
poor man provoked a quarrel with his neighbors. Being poor he has 
no money to draw from savings account, nor property to sell; having 
provoked a quarrel he cannot easily borrow money from neighbors. 
'I he Japanese people fully appreciate that none of these measures is 
of much help to present-day Jajian. In particular, the stock iqion 
which we can draw and properly which we can <lraw have been well- 
nigh exhaiLsted in two years after the termination of the war.‘" 
Price movements and available sujiplics also received much atten- 
tion in the Japanese report, which distinguished ofiicial, black-market, 
and effective prices. In March 1947, approximately one-quarter of staple 
foods was purchased on black markets at prices eight times the official 
prices. In allowing for black-market prices, the government found that 
prices of consumer goods were 60-70 times higher than ten years before. 
Wages were up much less— 37 times for the favored underground coal 
miners, and 23 times for the manufacturing workers (male). In view 
of the reduced real wages and the unavailability of supplies, it is not 
surprising to find tliat in the six largest cities rations were 1,100 calorics 
and 30 grams of protein, as compared with standard rations of 1,500 
calories and 40 grams of protein, and of 2,105 calories and 65 grams of 
protein in 1941. In the pre-war years, Japanese used 11.2 pounds of 
textiles; in 1941, 6.2 pounds; in 1945, 1.2 pounds; and in 1947, lc.ss 


than 2 pounds. 


In short, Japan has had a large inflation brought on by its scarcity 
of goods and inflationary finance. Because of reduced productivity and 
deficiency of supplies, real wages had to fall. Tins might have been ac- 
complished, despite a rise in wages equal to that in official prices, by 
the sterilizing of a large part of available purchasing power or by using 
it to bid up prices on black markets. The scarcity of goods was re- 
flected in a failure of wages to rise as much as the effective price, i.e., 


" Ibid. 
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oflicial and black-inarkct prices weighted by purcliases at black-market 
and official prices. 

Inflation in Tt\o Controlled Economics 

In Czechoslovakia and Poland, monetary and fiscal measures re- 
ceived much attention. In general, there was agreement that inflation 
should be excluded, that financial resources should be mobilized to the 
advantage of the productive industry, and that budgetary improvements 
should be achieved. On the last point. Poland was orthodox in seeking 
a balanced budget ; Czechoslovakia, ever mindful of the need of keeping 
incomes up. would merely aim to reduce deficits. Tax reform was also 
common to both plans. In Czechoslovakia, a confiscatory levy on capital 
increments in wartime, and a cajjital levy, the latter part of a program 
to sterilize excess money, would contribute towards the removal of 
excess currency. Blocked currency would be freed or consolidated after 
a census of wealth was taken, the objectives being to free currency as 
determined by the financial status of the holder, and to exclude inflation. 

In Czechoslovakia, the hanks were no longer to compete ; each bank 
was to he tied to an industry, with general supervisory powers ; the rate 
of interest was to be reduced : and resources were to be mobilized for 
productive purposes. Government, industry, and banking credit were to 
provide industry with funds for planned investment. Like the Russian 
model, the Czech plan would balance supply and demand by proper use 
of tax and price policies. 

Although they promised a financial plan, the Polish planners were 
not explicit on some of the issues raised by the Czechoslovakian plan. 
On two problems the Polish plan was more articulate than the Czecho- 
slovakian. ^Vages should he increased with rises in productivity, with 
the increased flow of consumers’ goods, and with reduction of costs ; 
and workers with similar qualifications and doing similar work should 
receive equal real wages. The Polish plan also envisaged an end to the 
two-price system, which was to he achieved largely by a reduction in 
“free” prices. Where, for example, special aid was required for low- 
income groups, or where goods served different categories of consumers, 
a two-price system might be appropriate. It was also proposed that in- 
dustrial prices rise to costs of production, and that prices should ap- 
proach world levels.*® 

Hyper-Inflation in Greece 

Heroic measures were necessarj' to deal with advanced inflation in 
Greece. Among the recommendations were the following : extended use 

Slatenifnt of Policy of ^fr. Gotlu'old’s Gmvntmenl, pp. 3S-40; Polish Na- 
tioua! Ecottomic Plan, pp« 24*7, 
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of rationing and price control; expansion of output to be achie\ccl 
through improved training, multiple shifts, increased availability of 
repair parts and machinery, and measures to penalize hoarding of sup- 
plies ; a rise of foreign trade, to be furthered by bilateral trade agree- 
ments ; an expansion of exports through a reduction in export prices by 
the use of anti-inflationarj' measures and particularly, the reduction of 
prices of commodities purchased by farmers. Co-operatives, which 
might reduce purchase prices abroad and eliminate high-cost middlemen, 
might well make an important contribution to the fight against infla- 
tion. If they were to thrive, however, they required help from govern- 
ment. Finally, tax reform, supported on grounds of eijuity, would also 
help. Approximately four-hfths of Greek ta.\ation was on goods used 
by producers and consumers, and was an important factor contributing 
to price-spiralling and the loss of export markets, which, because of the 
adverse ctTccts on imports, contributed to higher prices.=^‘ 


General ComnieiUs on Inflation 


(a) Orthodox and Unorthodox Measures. During the war infla- 
tion was world-wide. In countries relatively unharmed by actual warfare, 
the temptation to use unorthodox measures was not great. Even the 
United Kingdom under a 1-abor Government was content to rely upon 
jirice control and limited controls over supplies— e.g., import controls, 
rationing, licensing of new factories, and in 1947-48, some control over 
man-power. Taxation was not to play a decisive part, although it was 
held important to balance the budget. Official reports had little to say 
on the treatment of inflation through fiscal policy. The White Paper on 
Employment Policy made small concessions to the principles of compen- 
satory finance, that is, a rise of receipts in periods of prosperity an<l a 
contraction (through reduction of pay-roll taxes) plus some additional 
expenditures in depression.^*- It is striking, indeed, that the im- 
portant Economic Survey for 1 Q 47 had virtually nothing to say about 
fisail policy, or anti-inflationary policy. Nor did the Australian. Cana- 
dian. or American official rcjiorts suggest drastic measures to deal with 
inflationary pressures. In the United States, the relation of wage and 
price inflation received some attention ; the Government was aware that 
tax reduction in periods of excess demand would be a mistaken policy : 
it would be preferable to pay off debt.-^ In 1948-49 both the British and 
American governments were more disposed to rely on fiscal policy. 


^Report of the PAO Mission for Greece, pp. H-U. 57-8. 151-3. 

Pp. 24-6. 

President (July 21, 1947), pp. 24-6. In the 
Report of the President (pp. 41-52) » the government finally 
proposed an anti-mflation program with teeth in it. 

6 
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(lO Blocked Currencies. Countries which had been occupied or 
(aiKl) liad experienced actual warfare, were disposed to take radical 
steps; and the more extreme the inflation, the greater was the incentive 
to have recourse to extreme measures. The reader will recall, for ex- 
ample. the <liscussion of inflation in Greece, Czechoslovakia, Japan, 
Belgium, and l lungarj’. In these and other instances, the approach was 
to withdraw and block at least part of the currency and deposits out- 
standing. t>r (and) to exchange new currency for old at a multiple of 
old for new currency. 

A concise view of countries resorting to blocking of currencies is 
given in the following table: 

CIRCULATION. 1938 AND LATER YE.\RS, FOR COUNTRIES RESORTING 
TO EXTRAORDINARY CURRENCY MEASURES 

Maximutn • Mittimum • 

Circulation, circulation circulation Circulation, 

/»rit)r to offer currency cud of S 946 
blocking is blocked 


Belgium (billion francs) 

22.0 

83.2 

44.3 

72.2 

Czccbosluvakia (billion 
korunas) 

7.0 

42.8 

20,7 

44.5 

Denmark (million 
kroner) 

AA\ 

1.700 

868 

1,633 

France •• (billion francs) 

111 

581 

444 

722 

Greece ** *** (billion 
drachmas) 

/ 

3,114 

26 

468 (Nov.) 

Hungary (billion pengos) 

0.9 

47.349.492.000.000.- 

356 

968 

Japan (billion yen) 

2.8 

000.000,000.000 
(or 47.3.x 10“) 

58.6 

(million 

forints) 

23.3 

91.3 

Netherlands (million 
culden) 

993 

5.517 

748 

2.744 

Norway (million kroner) 

A77 

3.021 

1.018 

1,933 


• Minimum »n<J m»iimum ai rcvcflW by the Vniiti \f9nthiy •/ Sutiitio* 

* • Hank of France notci vi-ith(ir4v>n anil CJichftOffcd. 

• •• November 1044, old drachinaj were exchanged for new at the rale of 60 (houiand miUioD ( t 


ooe new drachma. 

• ••• July 1010, hence rubMantially hlfber than June fignttt rven earlier In chapter (Not In 
billioni) 

In general, occupied countries resorted to blocking of currencies or 
partial demonetization. Italy with a large rise in circulation does not 
as yet seem to have adopted unorthodox measures, nor did the author- 
ities in Bizonia put through a monetary purge until 1948. Once a 
demonetization has been cfTccted. the reduction of money is generally 
by onc-half or more. It will be noted, however, that as a result of 
gradual unblocking of blocked currencies and other factors, the circula- 

** Adapted from Monthly Bulletin of Statistics of the United Nations. March 

19-17, pp. 6S-8, 
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tion began to rise once more, and in some instances it had exceeded the 
pre-blocking maximum circulation by the end of 194<3. 

(c) Wages and the Lost of liz’iiig. In many countries, wages did 
not rise so much as the cost of living. This lag of wages behind the rise 
in the cost of living is an obvious way of forcing workers to accept a 
reduction in their standard of living adjusted to the supply of con- 
sumption goods. Failure of wages to ri.se as much as the cost of living 
may result from conscious official policy or weak organization of work- 
ers. The most notable instances of large lags in wages are to be found 
in France and Japan; also in the Netherlands wages did not rise so 
much as prices. In other countries (e.g., the United States, United 
Kingdom, and Chile) wages rose much more than the cost of living. 
(Obviously, the rise was greater in manufacturing than in non-manu- 
facturing ; and it is important to distinguish the increase in basic wage 
rates, straight-time hourly wages, hourly earnings, and weekly earnings 
— the increase grows in that order).=*° In war times, the rise in wages 
at a rate substantially greater than the cost of living is only possible 
insofar as labor can exploit other groups, and more important insofar as 
labor takes an increasing part of wages in monetary hoards. (The 
United States, with its large rise of employment and output in 1941-45 
could raise its living standard substantially). In Canada, Australia, 
and Czechoslovakia the net increase in prices and wages was roughly 
equal. 

(n) Exchange Rates. Exchange policies of countries suffering from 

inflation, unlike policies after 1918, were directed towards making the 
currency expensive, or overvalued. Fearing excessive exports in a world 
of scarcities, desiring more imports, and determined to reduce infla- 
tionary pressures, the countries embarrassed by inflation and also short 
of dollars and goods — inflation itself is a reflection of shortage.s— 
preferred to keep their currency at a high rather than a low value. 
Should their currencies depreciate beyond the point set by relative price 
movements at home and abroad, their exports would be a bargain and 
their im|>orts expensive. They would lose goods — both because they 
exported more and imported less — and, in addition, with low-valued 
currencies, exjjorts would yield more domestic currency units and im- 
ports cost more in domestic currencies — all contributing towards in- 
flation. It is no wonder that most currencies arc overvalued in relation 
to the dollar. The degree of overvaluation is marked when wholesale 
prices are taken as the guide and not so large when the guide is the cost 

American Economy, chs. 19-22, and symposium on 
Wage Policy. Review of Economic Stalislics. Aug. 1947, by Professors Slichtcr 
Harris, and Dunlop, especially, pp. 137-8. 

*’Cf. Monthly Dullelin of Statistics of the United Nations. March 1947, pp. 
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of living, subsidized and controlled abroad, or wages, in many instances, 
vigorously kept down by many countries. First Italy and then France in 
1947-48 seem to have abandoned the policy of over-valued currencies. 


Conclusion 

War and early post-war inflation varied from 25 per cent in Aus- 
tralia to 4.70 times 10^’’ in Hungary: and anti-inflation policies were in 
no small part determined by its extent. Countries with large doses of 
inflation were incline<l to take strong measures; bvtt their attitudes 
towards state controls and private enterprise colored their policies to 
some extent. In Greece, for example, where inflation had attained an 
advanced stage, controls ha<l not been pushed so far as they had in the 
United Kingdom, with its relatively small dose of inflation. 

No planner could afford to make his blueprint without considering 
the eft’ect.s of monetary expatision. Inflation brought shortages of goods 
and also reflected the prevailing scarcities to which it had contributed. 
It intensified the pressures for controls, because under inflationary con- 
ditions. not only were supplies inadequate, but they were badly distrib- 
ute<l. Further, it suggested to monetary reformers vigorous measures 
to reduce the monetary circulation, and to socialists a road (e.g., confis- 
cation of excess money) to more equitable distribution. 

The contrast in anti-inflationary policies was striking. Persuasion 
and a modest use of fiscal policy (e.g., repayment of public debt) were to 
be the main weapons in the American anti-inflationary arsenal. In the 
Unife<l Kingdom, rationing. Control of demand through savings pro- 
grams. licensing of imports and new factories, other allocation measures 
— these measures, and a mild use of fiscal policy sufficed. In Japan, the 
main reliance was on rationing and allocations, and on acquiescence to 
large diversions of money to black markets, and attempts to balance 
the budget. Occupied countries in Europe took the drastic measures of 
blocking currency, and even permanently demonetizing large parts of 
their monctarv circulation. 

In general, it might be said that countries favoring planning on a 
large scale were inclined to depend more on the allocation of resources 
and control of demand than they were on purely monetarj' and fiscal 
measures. In the transition to socialism, they were, however, prepared 
to confiscate part of existing monetary' supplies and to reform the tax 
system. 



Chapter VIII 


International Economic Relations 


Varying Attitudes 


» T ONE extreme is the USSR, harboring the most extreme form of 
A economic isolationism. Rather than become dependent on the out- 
side world, the Russian government prefers to incur the large costs of 
a self-sufficient economy which largely excludes foreign goods, irrespec- 
tive of how much more expensive it may be for them to produce all 
goods rather than concentrate on certain commodities which might be 
exchanged in foreign markets for products from abroad. Again, fearing 
the nexus of external economic relations, the USSR is prepared to 
relinquish sorely needed foreign capital which might be had by joining 
the international economic organizations. The 30,000-word Lazv ou the 
Five-Year Plan for 1946-50 does not devote a single paragraph to inter- 
national economic relations. That a regime which leans heavily on ma- 
terialistic concepts of life and which has been referred to by one critic 
as the ‘‘beefsteak” economy, should sacrifice large material resources by 
its almost complete severance of international economic relations, is 
worthy of comment. 

At the other extreme is the United States, which, at least in its official 
pronouncements and in the i)osition taken by its negotiators in varioiis 
international conferences, supports liberal trade policies. It remains to 
be seen, however, whether the Congress in depression as well as pros- 
perity will back up the pronouncements of the Democratic Administra- 
tion with liberal trade practices and a generous and sustained foreign 
lending policy. An even more uncertain aspect of United States policy 
relates to the wisdom and courage with which American authorities 
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will {nirsue an anti-depression policy; for unless the country is prepared 
to have recourse to unorthodox measures, with their de-cniphasis of 
financial considerations, the United States could not remain prosperous, 
and an American depression will tend to pull her foreign suppliers and 
debtors down into the quagmire of deflation and depression. 

Other countries hold intermediate positions. Disturbed by the reper- 
cussions of worldwide changes, and particularly of industrialization 
upon her economy, Belgium would seek the widest possible extension of 
trade; but realizing the difTiculties of multilateral trade, she is prepared 
also to support economic blocs. A small country, heavily dependent upon 
international tra<le, is indeed seriously affected by every international 
development. Yet Belgians would not accept the fatalistic philosophy 
which might spring from an awareness of the pervasive influence of 
events abroad : much will depetul upon Belgian policies and activities.^ 

b’nlikc the USSR. Czechoslovakia recognizes the need of substan- 
tial amounts of foreign trade, even though her economy is to be con- 
trolled. She must obtain sufficient quantities of iron ore, phosphates, 
pyrites, soda, industrial salt. wool, cotton, hides, oilseeds and other 
essential pro<lucts ; payment is to be made by the exportation of finished 
products of her engineering and chemical industries, footwear and 
leather goods, and certain agricultural products. As might be expected 
from a country in the Russian orbit, Czechoslovakian planning reflects 
new influences at work: 

'Phe orientation of our foreign trade must guarantee us as far cis 
possible permanent markets for our products and permanent buying 
sources for our import needs, in order to gain independence of eco- 
nomic fluctuations and crises. A substantial all-around extension 
and deepening of trade relations with the Soviet Union and the other 
Slav States, as well as the rest of the countries of Central and South- 
Eastern Europe is needed above all for this purpose. . . . 

The organization of our foreign tra<le must be adapted to the 
new structure of our economy. Developments aiming at the concen- 
tration of the organization of foreign trade will be supported so that 
imports and exports may be uniformly directed, according to the 
needs of the State. ... In the sphere of export unsound mutual 
competition in foreign markets between Czechoslovak firms must be 
eliminated and provision made lest exchange gained by exiiort be 
misused, but on the contrary, that it should benefit the whole national 
economy.” 

Poland, also unlike the USSR, cannot thrive without large imports; 
at first food, raw materials, and equipment, and later, especially raw 

* Rapports dc la Commission pour I'Etude des ProblPmes d'Aprds-Guerre (1941- 
44), pp. 123-39, 

*Stalcmcnt of Policy of Mr. Gollxvald's Government, pp. 41-2. 
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materials. As in the Czechoslovak plan, the government is to control 
foreign trade; and in addition it is to obtain foreign credits, to allocate 
resources for export markets, and to determine what is to be imported.' 

In the post-war period, the struggle lies between those wlio 6cek 
state control of trade (e.g.. USSR and Czechoslovakia) and those who 
would depend on economic blocs (e.g-, numerous European countries) 
on the one hand, and the countries which would return to multilateral- 
ism and private control of trade. In the middle, and perhaps decisive 

in the ultimate choice, is the United Kingdom. 

In 1944, the British government proclaimed their adherence to a 
program of trade exparsion, and based on world prosperity ; Bretton 
Woods was to be the keystone of the program. The British government 
would seek international co-operation, try to reduce fluctuations m 
world prices and incomes, help set up organizations with resources to 
help those who, in distress, might otherwise take nieasures to arrest 
trade, and rely on the resilience and flexibility of their export trade to 
retrieve their international position.* Even at that time, however, strong 
interests in Britain expressed antagonism to the program of multilateral- 
ism. which the United States demanded as the price to be paid for its 

financial aid. ^ . 

Three years following the publication by the Coalition government 

of the White Paper on Employment Policy, which enunciated thesi*.prin- 
ciples the British Socialist government issued a report which made clear 
the need of a rigid control of imports. Despite large foreign loans ami 
a substantia! revival of export trade, a serious dollar shortage plagued 
the government.^ With the rapid deterioration of the British balance 
of payments, the Socialist government was prepared in 1947 to lake 
even more stringent measures; to economize on imports through direct 
restriction and development of domestic industries ; to expand exports 
through increased controls; to divert import trade to countries not 
requiring payment in dollars; to steer exports to customers which 
would pay in dollars and currencies freely convertible into dollars; and 
to ask and obtain relief from obligations to convert sterling into dollars 
and to trade on a non-discriminatory basis undertaken under the Anglo- 
American Financial Agreements. In short. Great Britain had taken a 
long step away from multilateralism and private control of trade. 

Bilateralism is the only way out for years to come for many Euro- 
pean countries, as is evident in the spate of bilateral trade agreements 
since 1944 In this manner, they seek maximum amounts of trade, for 
they cannot afford to sell unless they are sure of receiving wanted goods 
in return, rather than currencies that arc blocked or that are likely to be 

• Polish Natiofuil BcoHomk 22, 

•While Paper on Employmaxf Policy (1944), pp. 4-5. 

^Economic Survey for 1947 • PP* 11’'12, 17-^. 
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blocked Once a country like the United Kingdom abandons converti- 
bility of sterling received by foreigners on current transactions into 
dollars as It did in 1947. the pressure towards bilateralism and incon- 
vertibility increases. The few countries that continue to allow converti- 
bility into dollars will be inundated with goods and will have to take 

measures to protect themselves against losses of gold and foreien ex- 
change,*^ ** 


Foreign Borrowing 

Recourse to foreign loans is on the agenda of most countries plan- 
ning for the future. In the plans presented here, only the USSR and 
the Argentine seem somewhat allergic to foreign aid.’ W’hether tlie 
occasion is temjiorary aid to tide the country over during reconstruction, 
or to help modeniize or industrialize the economy, most countrisr seek 
the largess of foreign loans. 

Greece, Poland, Czechoslovakia, India, Norway, and France all seek 
foreign credits. \Vc shall not comment here on the place of the foreign 
loans in their economy, since their borrowing policies have received 
attention elsewhere in this volume. It remains to say a word about a 
few other countries. 

'Ilie Netherlands, for example, presented a global plan for 1946, in 
which foreign credits (including liiiuidation of foreign assets) would 
account for 1.8 billion guldens out of a total requirement for the coun- 
try’s capital market of 2.9 billion guklens, and would provide 1.8 billion 
out of the 2.8 billion guldens required to balance the international 
accounts. Importation of capital was, thus, to l>e the major item of 
capital formation and the major source of foreign exchange. Obviously, 
the large deiiendence on foreign credits to equilibrate the balance of 
payments can be explaineil bv the increase of inqKirts (a rise from 1 7 
billions in 1938 to 2.8 billion in 1946). and the reduction of exports 
(from 1.8 to 1.0 billion gulclens). This worsctnng of the balance of 
traile reflects the reduction of output with an accompanying Ios§ of 

export potential, and increased need for im|)orts occasioned by war and 
occujiation.* 


* The reader will find a good jiopular statement concerning the need of bilateral- 
ism in iLuropc as well as Us disadvantages and the means of ridding the world of it 

^ Stales Foreiijn Economic Policy (Sept 

1947), j.p, 17-25 (by .\ssistant Secretary W. Thorp). For the system of multilateral 
c earmgs actually worked out m Europe in J948. sec Agrccmnil for Inira-Eurotean 
I aymenis and Com/'cnsalums (Paris, October 16. 1948). Cind 7541 

T he White Papers of .Australia and Canada also show little interest in foreign 
borrowing. ® 

' lurst Memorandum on the Cctilral Economic Plan 1946 and National Budijet 
P* 
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Yet their Planning Bureau is anything but enthusiastic about bor- 
rowing, as is evident when it considers the possibility of greater reliance 
on foreign borrowing or liquidation of foreign assets : 

The contracting oj larger credits or the liquidation of large 
amounts of foreign assets. Apart from the question whether this 
would be possible, it would soon meet the objection that thereby either 
the burden on the Dutch economy of interest and repayment due to 
foreign creditors would be still furtlier increased, or our income of 
interests and dividends reduced. In view of our limited transfer ca- 
pacity, such measures, which could only mean a delay of the neces- 
sary clean-up of our economic life, would lead us into a blind alley. 
The forcing of our exports to cover our increased foreign obligations 
would necessitate a price reduction of our export products that would 
surely prove inacccptable, both economically and socially.® 


Problems Peculiar to Conquered Countries 

Japan and Germany are in a peculiarly difficult position. Elsewltere 
we comment on shortages in Japan, and the difficulties of obtaining 
foreign credits. Following the war, Jai>an’s imports had to be primarily 
foodstuflPs: by 1947, raw materials required for reconstruction had 
become more important. In 1946, her imports were but 6 per cent, and 
her exports 17 per cent, respectively, of the 1936 lc^’cl, and the excess 
of imports by the end of 1946 was substantial.*® It is obvious that 
Japan’s economic recovery awaits large reconstruction loans. 

In Germany, the adverse balance of |)ayments is one of the most 
serious problems confronting the country and the occupation authori- 
ties. Loss of plant as a result of war and reparation payments reduced 
the export potential ; but even more important, the level of industry plan 
would ultimately have greatly curtaiie<l exports. By 1949, her output 
of machine tools, according to the Allied Control Council decision of 
March 28, 1946, was to be 11 per cent of pre-war production; of steel, 
30 j)er cent ; of basic chemicals, 40 per cent ; of non-ferrous metals, less 
than 50 jxjr cent ; of electric power. 60 per cent ; of boots, shoes, farm 
machinery, tractors, and textiles, each from 70 to 80 i)cr cent. Failure 
to join the four zones into one economic unit, as was provided under the 
Potsdam Agreement, and the decision to help the liberated nations first, 
further impaired the international position of Germany. Tlie Russian 
zone lacked iron and steel; the American, coal; the British and French, 
food. F-xjiort capacity in one zone could not be used for the benefit of all 
of Germany. As the German economy failed to recover, occupying 
countries — the United States and the United Kingdom in particular — 


» Ibid., V- 45. 

^Economic Condition of Japan, 


Official mile Paper (July 4, 1947). 
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ha<l to finance imports of essentials to Germany, and tlius provide her 
witli credits, or rather, gifts. “ 

Dissatisfied with the progress made in Germany, the United States 
Government in July 1947 issued a new directive to' General Clay on 
Mililiiry Govo'itmciit Policies iii Gcniiatiy. The directive underlined the 
following; rejiarations should not exceed the amount determined at Pots- 
dam; removal of excess capacity to assure Germany’s peaceful intentions 
should not permanently limit her industrial capacity : the Germans, after 
the payment of reparations and consistent with disarmament, should not 
he denied the right to use their resources to raise their standard of liv- 
ing ; the United States should not pay indirectly for reparations to 
otliers : exports should he used in the first instance to pay for authorized 
imports.^- Finally, as is noted in Chapter XII, the level of industry for 
the Hritish-American zone was raised substantially in the summer of 
1947, in large part in or<ler to expand the German export pot^tial. 


The Shortage of Dollars 

An almost universal shortage of dollars, which has troubled many 
countries for more thati a generation, ripened into a major crisis in 
1947. That the problem is one of long standing is evidenced by the 
excess of exports from the United States of $19 billion and by an inflow 
of gold of $11 billion over a period of 21 years before World War II. ** 
This persistent inflow of gold into the United States, which reflects the 
unusual demand for dollars, may be explained by the relative plenitude 
of goods here and the scjwcity in Europe and elsewhere — in turn, 
explained by two costly wars, the failure of foreign countries to keep 
I)ace with economic and technological advances in the United States, 
and the slowness with which costs and prices declined in response to 
the loss of gold by foreign countries, and rose in response to imports 
into the United States. 

W'orld War II quickened the demand for United States goods. In 
1947. Euro[)e’s foo<l imjMirts from the United States and Argentina cost 
$1,200 million, or approximately six times the cost in the pre-war 
jieriod. and although European coal imports were reduced in relation 
to pre-war times by one-half in 1946, the contribution of Germany and 

" St.itc Dept.: United Slates /:c<>»ioihiV Policy Toivard Gennany, pp. 4-13, 18- 
25, 27*39, 47-8: and Office of Military Government for Germany (U. S.) : A Year 
of Potsdam, sections II, IV. 

"■‘Text of U. S. Instructions to General Clay on Military Government Policies 
in Germany.” The Nctv York Times. July 16, 1947, p. 8. An examination of the 
lief'orl to the B.C.A. on the First Annual Program by the OEEC (pp. 62-5) will 
suggest the large gains made in 1947-8 and expected in 1948-9, 

“ The details, as well as the issues, arc presented in my article on “Dollar 
Scarcity" in the Economic Journal, June 1947, pp. 165-78. 
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the United Kingdom had been reduced from three-quarters to little more 
than one-third.^^ Unable to pay for the vast supplies needed, foreign 
countries had to cover their deficits primarily by loans and gift>. for 
the most part from the United States, and secondaTily by the sale of 
gold and other foreign assets. From June 30, 1945, to March 31. 1947, 
for example, the United States provided $14.8 billion of foreign finan- 
cial assistance: $6.3 billion in loans ($3.75 billion to the United King- 
dom, and $2.55 billion through the Export-Import Bank to numerous 
countries) ; $2.87 billion of property credits (e.g.. Lend-Lease pipeline 
and inventory credits, and surplus stocks) ; $2.22 billion of other aid 
(notably $1.2 billion for civilian supplies to occupied areas) : $3. .35 
billion in grants: $2.7 billion to UNRRA and $620 million to the Philip- 
pine Republic). As of December 31. 1946, $7.8 billion of $14.3 billion 
of assistance granted had been utilized By the end of June, however, 
there remained but $4 billion. 

For 1947, Under-Secretary Acheson had estimated United States 
exports at $16 billion, imports at $8 billion, the difference being ac- 
counted for by $5 billion of loans and gifts and $3 billion by sales of 
gold and other assets by foreigners and private remittances and invest- 
ments.*® In response to the large loans and credits. United States exports 
early in 1947 attained an annual rate of $20 billion, or $13 billion in 
excess of imiiorts ; but over a two-year post-war period the annual excess 
was but $7 billion. Exports of United States goods and service.s 
amounted to $20.2 billion in the five quarters ending March 31, 1947. 
Foreigners paid for these exports in the following manner : 45 per cent 
through goods and services sold to this country; 16 per cent through the 
liquidation of long- and short-term foreign assets, including gold; 21 per 
cent through long- and short-term credit; 19 per cent through unilateral 
transfers (gifts) in short, three-fifths through the use of their own 
resources, and two-fifths through loans and foreign aid. 

It is obvious that most of the countries under consideration in this 
volume and most other countries are short of dollars. According to the 
League of Nations report of early 1947, for example, ten selected coun- 
tries in Europe faced a net excess of imports of $4.4 billion in 1947 and 
a net deficit in their balance of payments of $4.5 billion. (France, $1,578 
million; Italy, $806 million; Belgium. $465 million; Czechoslovakia, 
$148 million; Hungary, $83 million; Netherlands, $514 million; 

” International Bank for Reconstruction and Development: Second Annual Re- 
port (1946-47). p. 10. , , „ 

^‘Report of U. S. National Advisory Council (republished m Federal Resen'C 

Bulletin, July 1947, pp. 836-50). _ ,. 

"U. S. DepL of State: The Development of the Fore\gn Reconstruction / oticy 

of the United States (1947), p. 2. 

” Calculated from Survey of Current Business, June 1947. pp. 6-7. 
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Poland, $369 million; Yugoslavia, $335 million; Austria. $222 million; 
and Finland. $55 million.)** From July 1. 1945, to March 31, 1947, the 
Export-Import Bank had grajited credits of $1,866 million to Uvelve 
countries (plus unallotted cotton credits). These include the European 
countries tabulated above in the last paragraph, excluding Yugoslavia, 
and, in addition. Denmark. Greece, and Norway. Further, nine Latin 
American countries had received credits of $117 million and Asia and 
Africa. $223 million. By March 31, 1947, moreover, the International 
Bank had loan applications of $2,345 million (Chile. $40 million: 
Czechoslovakia, $xl50 million; Denmark, $50 million; France. $500 
million: Iran. $250 million; Luxembourg. $20 million; Netherlands, 
$535 tnillion; and Poland. $600 million). In the middle of 1947, how- 
ever, the dollar resources available were but $725 million, of which the 
United States had provided $635 million. *'■* 

I he 16-Nation Report of the Paris Conference put the dollar deficit 
at $22 billion for the years 1948-51. the deficit for 1948, $8 billion, 
atul for 1951, $3 billion; and of the total. $16 billion with the United 
States, and $6 billion with other countries. Total imports from the 
American continent for the four years were to be $35 billion, of which 
$20.4 !)illion were to be from this country and $14.8 billion from the 
re.st of the Americas. Total imports were to be no less than $57.3 bil- 
lion.=*“ 

In its General Report, the Committee of European Economic Co- 
oi>cration presents an excellent analysis of the dollar problem. A break- 
clown of production and of trading accounts for the European dollar 
dilemma. Unavailability of supplies from Germany, Russia, and the 
ea.stern part of Europe generally, and from southeast Asia forces Europe 
to depend on the Uiiited States and the Americas much more than in the 
pre-war years. W'ith production of bread grains in 1946-47 but 80 per 
cent of the pre-war figure for the participating nations, of coal and lig- 
nite 80 per cent, and of crude steel 67 per cent, the production crisis is 
easily explained. Without adequate food and other consumers’ goods, 
the interest in work lags and farmers refuse to trade. It can readily be 
understood why import requirements of bread grains are 23.7 million 
tons for 1947-48, or 80 per cent in excess of the 1934-38 average, and 


** Preliminary Report of Subcommittee No. 2 — Foreign Economic Policy of the 
Committee on Foreign Affairs: Needs, Limits, and Sources of American Aid to 
Poreign Countries, . . . (1947), p. 4. 

Federal Resen-e liunelin, July 1947, pp. 839. 849-50. 

“Committee of European Economic Co-operation: General Report, Vol. I 
(1947), pp, 41-57; cf. Vol. II, Technical Reports, p 12. According to the latter, 
I>ost-war loans and credits granted to the participating countries until August IS. 
1947, were $7,776 million, excluding $513 million granted by the International 
Fund and Bank. 
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yet why the per-capita consumption of bread grains in 1947-48 is to be 
but 85-90 per cent of that in 1934-38.-^ 

Obviously, the large loans and gifts drain the United States of sup- 
plies in a period of over-employment and thus contribute towards infla- 
tion, and they also accelerate the depletion of scarce economic resources. 
Fearing that the limits of our capacity to expHDrt might be reached, ex- 
President Hoover in a letter to Senator Bridges on June 15. 1947, sug- 
gested that after an examination of United States resources, limits should 
be put upon United States exports through controls of loans and gifts. 
The effect of this proposal, in the absence of export controls, would be 
to favor countries with plenty of gold and other assets convertible into 
dollars. Limitation of loans is not, moreover, the appropriate manner of 
dealing with inflation in the United States, as Mr. Hoover .seems to indi- 
cate. 'I'o treat inflation thus would be like burning down the house to 
roast the pig. Controls and proper wage, monetary, and fiscal jMilicies arc 
the potent weapons in the anti-inflation arsenal. President Hoover’s anal- 
ysis of the problem <loes .suggest, however, the <loul)ts held by many con- 
cerning the wisdom of a courageous lending (>olicy for the United Stales, 
and raises the question as to whether or not the planned economies will 
receive the foreign aid envisaged in their plans for reconstruction and 
industrialization. It is significant, also, that in implementing tlic Mar- 
shall Plan, the President called for a census of United States re.sources."* 


Exchange Rates and the Balance of Payments 

In setting up the International Monetary Fund and the International 
Bank, most countries had agreed, with some exceptions, to eschew ex- 


” Ibid., especially Vol. I, Chapters III, VI, VII. 

"The reader who might wish to pursue the problem of the European Recovery 
Program should consult especially the following: Coinmillec of European Economic 
Co-operation: General Report (Vol. I, Sept 1947), Tcfbnical Reports (Vol. 11, 
July-Sept. 1947) : National Resources and Foreign Aid (Report of J. A. Krug, 
Secretary of the Interior, Oct. 9, 1947) ; The Impact of Foreign Aid upon the Do- 
mestic Economy : A Report to the President by the Council of Economic Advisors 
(Oct. 1947) ; European Recovery and American Aid: A Report by the President's 
Committee on Foreign Aid (Three parts, Nov. 1947) ; The European Recovery Pro- 
gram: Basic Documents and Background Information (Staffs of Senate Foreign 
Relations and House Relations Committee, Nov. 19, 1947) : Foreign Assets and 
Liabilities of the United Stales and Its Balance of International Transactions (A 
Report to the Senate Committee on Finance by the National Advisory Council on 
International Monetary and Financial Problems, Dec. 18, 1947) ; Outline of Euro- 
pean Recovery Program: Draft Legislation and Background Information (State- 
ment by the Department of State for the use of the Senate Foreign Relations Com- 
mittee, Dec. 19, 1947) ; A Foreign Economic Policy for the United Stales (Edited 
by Seymour E. Harris. Harvard University Press, 1948) ; also see Organisation for 
European Economic Cooperation: Report to E.C.A. on First Annual Report, 1st 
July, 1948-Junc 30, 1949 0948), and Seymour E. Harris: The European Recovery 
Program (1948). 
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change controls, quantitative restrictions on imports, and competitive 
exchange depreciation. The Anglo-American Financial Agreement and 
the ITO Charter support the principles of Bretton Woods, although 
many ciunpromises have had to he made. 

It was assumed that variations in exchange rates would be used to 
help ecjuilihrate the balance of payments. Yet though most currencies 
were overvalued in relation to the dollar when the initial rates were fixed 
under the Monetary Fund — clearly if the guide was movements in prices 
— the participating countries insisted upon going rates. In other words, 
countries suffering from higli prices at current exchange rates refused 
to accept the hypodennic of exchange depreciation. The explanation of 
this reluctance to depress exchanges was that the relevant countries 
feared the inflationary effects of a reduction in exchange rates; and 
rather than expand exports, they were much more interested in raising 
imports — an objective more easily achieved with high than with low 
exchange rates. In January 1948, however, France flouted the Mone- 
tary Fund — not by devaluing, but by providing for multiple currency 
rates which stimulated purchases in countries with soft currencies and 
sales for hard (e.g., dollar) currencies. 

Our various plans say relatively little about exchange rates. In sup- 
porting international organizations, the British, obviously, were pre- 
pared to have recourse to changes in exchange rates. Yet despite the 
crisis of 1947, they shunned this easy way out. Indeed, they favored 
export.s to countries with hard (i.c., high-valueil) currencies, sought im- 
I)()rts from countries with weak currencies, and restricted convertibility 
of .sterling into dollars. In diverting trade to countries with hard cur- 
rencies, the British were obtaining higher prices : currencies that might 
be used are more valuable than those that cannot. British reluctance to 
tlepress sterling might be explained also by its then undervaluation. 

.... We are now drawing .some 42 per cent of our imports from 
the W'estern Hemisphere, which is now the main source of the food 
and raw materials that wc must have. But we are selling them only 14 
jier cent of our exports, ^\'c are thus running large deficits with these 
countries. These must be settled in dollars or their equivalent. To 
much of the Eastern Hemisphere on the other hand, we tend to sell 
more than we buy. In a world fully recovered from war, this would 
])rovide tis with the means to settle our deficits wdth the West. But 
now many of the Eastern Hemisphere countries have no gold or dol- 
lars or essential goods with which to pay; to others we owe large 
debt.s which wc shall have to repay gradually, and the suq>Ius in 
our trade with such countries is used up in this way. We therefore, 
shall not be able wholly to use our surpluses with Eastern Hemisphere 
countries against our deficits with Western Hemisphere countries.*® 


Economic Surxvy for 1947, p. 19. 
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This quotation suggests the reason why variations in exchange rates 
do not retain their pre-war popularity. Recourse to a revision of rates 
as compared with manipulation of llie direction of trade through ex- 
change control or quantitative limitations is using tlie axe rather than the 
scalpel. A reduction in exchange rates will move the terms of trade 
against a country without necessarily substantially raising the siqiply 
of foreign currencies made available. It is much more effective to raise 
prices through monopolistic control of trade to sell to customers who 
pay in hard currency ; to restrict imports, and direct purchases to coun- 
tries which will not require hard currencies in payment. What deter- 
mines the yield of foreign sales is the price of sale and the kind of cur- 
rency in which payment is made — this is nnich more important than 
practical changes in nominal rates. Should the British <lepress the price 
of sterling by 20 per cent, they might obtain somewhat more dollars ; but 
they would give more of their scarce exports for imports. They would 
achieve much more by raising prices in dollars; and by selling more 
goods in the United States (say) and receiving payment in dollars, and 
cutting sales in Greece, payment for which is made in drachmas, not 
convertible into dollars or essential goods. 

Other points can also be adduced against recourse to exchange de- 
preciation. In the current situation, many countries find quantitative 
restrictions and fragmentation of markets through exchange control 
more effective in conserving foreign exchange. A country may exploit 
its monopoly position by offering foreign exchange at varying prices 
according to the essentiality of imports, and offering domestic currency 
for foreign exchange at varying prices — e.g., the highest price in do- 
mestic currencies might be offered for exports for which domestic 
supply and foreign demand are highly elastic. In that case, the spe- 
cial incentive of many pesos (say) for each dollar will yiekl the 
ma.ximum in foreign exchange, and yet will not cheapen the currency 
on all markets. A system of sectional rates combined with control, if 
adequately supervised by an international agency, would allow countries 
with weak positions to exploit monopoly elements at the expense of coun- 
tries in strong positions. (!•' ranee to some extent applied the technique 
of exchange discrimination early in 1948). 

On the Continent, the pressure from the United States forces coun- 
tries that seek aid to bring their exchanges down to an equilibrium level. 
In this manner, it is hoped exports and net receipts of foreign curren- 
cies will increase in 1948 and later years, and the burden on the United 
States be corresjxjndingly reduced. Should devaluation be accompanied 
by increases of taxes, reduction of public expenditures, and control of 
wages, the effects on exports might he favorable. It is not, however, 
clear tliat the net results W’ould be salutary. 

''Gains arc frittered away insofar as similar policies arc pursued elsewhere. 
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On the assumption that 1937 exchange rates, based on relative 
wholesale f>riccs, were equilibrium rates, foreign currencies were gene- 
rally overvalued in relation to the dollar in 1945. 1946. and the first half 
of 1947. The five British currencies were, however, undervalued by 
1946: aiid in the first half of 1947. the average undervaluation was 21 
per cent. It is interesting that despite this undervaluation (cheapness 
of sterling and British goods) and quantitative restriction, the British 
were still far from an cijuilibriutn position. Nineteen other countries 
for which figures are available had overvalued currencies in 1945. 1946, 
and 1947. The Norwegian krone alone of the non-British currencies 
was substantiallv undervalued in the years 1946-17. The Peruvian sed 
was slightly undervalued in 1946 and the N'enezuelan bolivar in 1946 
an<l 1947. In general, the degree of undervaluation tended to rise and 
overvaluation to fall after 1945 : the explanation undoubtedly was largely 
the itiflation in the United States. 

Undervaluation was also the rule for British countries, and oyer- 
valuation for others when the basis of comparison is cottsiimer prices. 
The average undervaluation of sterling on this basis in 1946 was 12 per 
cent and in the secoiiil ([iiartcr of 1947, 17 per cent. For 25 non-British 
countrie.s. this average overvaluation in the second quarter of 1947 was 
45 per cent. (The corresponding average for 20 non-British countries 

based on wholesale prices was 20 per cent.)^® 

Australia and Canada are two of the countries which subscribe to 
the principles of free trade, appropriate variations in exchange rates, 
employment {lolicies. and free capital movements as prerequisites to 
trade. Australia would use foreign ass'^ts to meet a minor fluctuation in 
exports, quantitative restrictions on imports, and variations in exchange 
rates an<l traitsfer of re.soiirces to deal with more permanent changes.^* 
Other plans in this volume have little to say about exchange rates. 
The Argentine, it will he recalled, would segmentate the exchange mar- 
kets with variations in rates as a means of stimulating essential imports 
and exports of fabricated products. Greece, confronted with high export 
prices, considered recourse to subsidies, exchange depreciation, or mo- 
nopoly selling, with high prices at home and reduced prices abroad. Her 
FAO advisors, however, opposed these measures, which would have fur- 
ther raised domestic costs and prices.” Sweden was another country 
which went on record as favoring multilateralism. Yet she feared the 


• The rates are for ihc second quarter or for a month in the second quarter, and 
in one case for January 1947. By early 1948. ovcrs-aluation of the French franc had 
attained tiic proportions of 100 per cent. a . 

"Parliament of the Commonwealth of Australia: Full Employment tn Aus- 
tralia (1945), pp. 13-14; Hearings before Subcommittee on Hanking and 
U.S. Senate on Full Employment Act of sg45< P- 92; Canada, ibid., pp. 108-9. 

*’ Report of the FAO Mission for Greece, pp. 1S2-3. 
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effects of state trading on her terms of trade, should Swedisli exporters 
and importers compete. In a long discussion, variations in exchange 
rates did not receive any attention; but the planners would watch exces- 
sive diversions of exports to countries with soft currencies.^® 

Conclusion 

Most countries are short of resources required for recovery, recon- 
struction, and industrialization. They look in the direction of the United 
States to fill the gap in their savings and in their balance of payments. 
Fulfilment of their plans requires the continued co-operation and gen- 
erosity of the United States. In 1948, it was hopetl that adequate aid 
would be forthcoming. 

In the years, 1943-46, in particular, a large part of the world in 
order to cover deficits in the balance of payments looked forward to the 
relaxation of trade barriers, multilateral trade, and the use of flexible 
exchange rates and temporary loans rather than restrictive trade prac- 
tices. Unfortunately, the economic recovery and the flow of capital were 
not adequate to allow countries short of dollars to remove barriers to 
trade and rely on general measures such as movements in excTiange 
rates. They had to continue to rely on state trading, exchange control, 
quantitative restrictions on imports, discriminatory practices, and even 
minute control of sources of imports and destination of exports. 

* Swedish Trade Policy after the War (1945), pp. 8, 14*18. 
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The United States: An Approach 

to Planning 


Introduction 


I N THE American economy, the allocation of economic resources re- 
sponds to price and income movements. In unusual periods, hke the 
great depression of the thirties and the war which followed, the govern- 
ment through its access to the printing press^and banks, and through the 
assumption of war powers, assumes an increased responsibility for the 
use to be made of labor, capital and management. 

By 1944, a concerted movement was on to impose upon the govern- 
ment the responsibility for sustaining demand and assuring jobs for alt. 
In the ensuing struggle, the net outcome of which was the Employment 
Act of 1946, those who feared a recurrence of depression gained only a 
partial victory over those who even more feared government meddling 
and intervention.^ 

This legislation imposes upon the President and his Economic Coun- 
cil a responsibilty for studying the level of employment, production and 
purchasing power, both present and foreseeable trends, and for suggest- 
ing policies for attaining the objective of "creating and maintaining, in 
a manner calculated to foster and promote free competition, enterprise 
and general welfare, conditions under which there will be afforded use- 

* Sec especially Hearings before SubcotnmilUe on Banking and Currency US. 
Senate on Full Etnphymkt Act of 1945. (revised), JulySept. 1945. 
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ful employment opportunities, including self-employment, for the able, 
willing, and seeking to work, and to promote maximum emplo) nient, 
production, and purchasing power.” The Employment Act of 1946 
should have the wholesome effect of achieving a better integration of 
related economic policies, a larger measures of co-operation between 
Executive and Legislative, and, possibly, a better timing of essential 
legislation. 

One should not, however, expect too much from this Act. The first 
excerpts in this chapter, which are taken from the first Annual Report 
to the President of the Council of Economic Advisers, gives the under- 
lying philosophy of the Act, and the large issues as the first Council sees 
them. There follow parts of the First Economic Report of the President 
to Congress Under the Employment Act of jg.f6. 

The main reliance is to be on private enterprise. Indeed, the Council 
rejects the “blood-letting” theory of the trade cycle and is prepared to 
prescribe for cyclical indispositions, though strangely silent on rheu- 
matic diseases or hardening of arteries, symptoms of economic maturity. 

So long as the responsibility lies primarily with free private enter- 
prise, neither the Council nor the President can give a prominent place 
to planning. They propose numerous short-run measures and long-run 
policies, but these do not differ substantially from the proposals that 
might have been expected of a relatively planless society in the thirties. 
Consider, for example, the excerpt later in this chapter on the long-range 
programs, which deals with efficiency, productivity, social security, and 
business cycles. 

Perhaps the only significant advance over the thirties is an emphasis 
on the relation of supply and demand. In these reports, as well as in the 
Midyear Economic Report of the President,* the reader will find an 
awareness of the need of providing a demand adequate to take what is 
produced off the market, as well as of the responsibility for absorbing 
excess purchasing power. Hence, it is necessary to assure flexible pric- 
ing ; adequate wages ; export balances ; tax reform favorable to mass 
spending. Despite a tendency to pooh-pooh public investment or to give 
it the silent treatment, this concern with total demand registers the in- 
fluence, conscious or subconscious, of Keynes. As against Keynes, the 
President and his advisors, however, devote more attention to price-cost 
relations, high productivity, structural maladjustments — all problems 
that Keynes was inclined to take for granted rather than discuss. 

In a later part of this chapter is found a discussion of the Nation's 
Economic Budget, which offers a panoramic view of the economy, indi- 
cates sources of supply and demand, and suggests danger points to the 
ccononvic practitioner. We can now discover the contributions of govern- 

•July 21, 1947; see especially pp. 11-12, 28-37. 
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incnt, business, and consumers to receipts, spending, and saving. From 
these studies, front those based on further fragmentation of the eco- 
nomic budget, and from forecasts of future receipts and cxpcn<litures, 
wo can suggest what remains to be done in order to assure adequacy of 
demand.® 

In summary, the United States by 1948 had not advanced far in the 
direction of a planned economy. Tlie presentation of an overall plan, 
with private enterprise rcsp>onsible for operating most of the plugs on 
the switchboard ; the annojuicement of some public resi>onsibility for 
purchasing power and employment; the setting up and examination of 
the nation’s budget which underlines total demaiul in relation to supply 
— these arc only small advances towards a planned economy. 

In the Economic Report of the President (January. 1948), a large 
section was indeed devoted to long-run objectives. It was necessary to 
develop natural resources and make the fullest possible utilization of 
human resources, and to introduce institutions and practices (e.g., 
proper wage-protit aiul fiscal policies) favorable to a productive econ- 
omy. The Midyear Report of the President (July 1, 1948) contained 
little other than valuable statistics and a discussion of the dangers of 
inflation. 

The Democratic victory at the polls in 1948 was reflected in a more 
audacious approach to the problems of planning and government re- 
8ix)nsibility. The President stressed the importance of considerations of 
equity as well as stabilization ; and although the Council of Economic 
Advisors disclaimed any support of planning, their proposals in the 
January 1949 Report were more forthright than they had been earlier. 

"Such econontic objectives arc not to be confused with economic 
blueprints or plans tised in regulated economics. They are conceived 
simply as bench marks for the orientation of private enterprise and 
public policies.” Nevertheless the Council, on the basis of past history, 
assumes a growth of output by per cent per year in the years to 
come, and on this assumption, makes a careful estimate of investment 
needs in all major segments of the economy together with serious pro- 
posals concerning the development of resources. The Council urges an 
increase in the proportion of consumption to national output if demand 
is to be adequate and yet warns that the rise of wages relative to prices 
may exceed the proportions required to balance the economy, with at- 
ten<lant deflationary effects. In the Council's view, correct wage-price 
policy unaided by fiscal policy will not assure stability and balanced 
growth. Indeed, the 1949 Report is not the blueprint of a planned ccon- 

*Thc reader should also consult Dept, of Commerce: Markets After the tVar 
(1943) : and Bureau of Labor Statistics: Pull Employment Patterns, 1950 (Serial 
R 18^. 1947), the most important studies which attempt to present a m<^el of 
various categories of expenditures at full employment levels. 
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omy, for it does not propose an allocation of economic resources and the 
distribution of the finished product. It does provide, however, for the 
influencing of allocation, of distribution and of demand by public ?ction. 
and suggests the broad lines of economic development. Now we re- 
produce parts of rele\’ant documents. 


The Long-Range Program * 

The war has left us a tremendously increased productive potential, 
and further increases are in store. In order to keep our expanding eco- 
nomic activity in line with our growing capacities, the extraordinary 
post-war demand that we enjoy today must be transformed into sustaincil 
demand of an expanding peacetime economy. 

Elimination of wartime controls does not mean that we want to go 
back to the size of economy we had before the war. The possibilities and 
requirements of a sustained 2CXJ-billion-dollar economy differ from those 
of an unstable lOO-billion-dollar economy. 

A variety of measures will be needed to fortify the basic structure 
of the American economy before the transformation from war and re- 
conversion to a high-consumption peacetime economy is completed. We 
are still at the threshold in formulating a program of consistent policies 
designed to give business, agriculture, and labor the opportunities which 
are envisaged in the Employment Act. 

A long-range program designed to strengthen the structure of the 
American economy should include policies toward : 

(1) Efficient utilization of the labor force; 

(2) Maximum utilization of productive resources; 

(3) Encouragement of free competitive enterprise; 

(4) Promoting welfare, health and security; 

(5) Co-operation in international economic relations; 

(6) Combating economic fluctuations. 

(I) Efficient Utilization of the Labor Force 

The Nation’s labor force is its greatest productive asset. Prudent use 
of our human resources requires a working population not only large 
and well-trained, but enjoying high American standards of health, edu- 
cation, security, and personal and political freedom. 

* The Economic Report of the President (transmitted to the G)ngress Jan. 8, 
15»47), pp. 22, 24-32. 
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\\ e must develop and utilize fully the skills of our labor force. We 
must improve productive efficiency through industrial training and 
counseling focused on employment opportunities in various occu{>a- 
tions, industries, an<l localities. I am directing the Federal agencies con- 
cerned to initiate a study of these programs, in co-operation with state 
and local authorities, in order to improve such training and services and 
to remedy inconsistencies and gaps. 

The return of the Employment Service to state administration should 
not result in its disintegration into 48 disconnected pieces, nor in the 
sulwrdination of the placement service to unemployment insurance. An 
efficient placement service requires unifonn minimum standards and an 
integrated interstate system for disseminating job information and plac- 
ing workers across state lines. 

We must end discrimination in employment or wages against certain 
classes of workers regardless of their individual abilities. Discrimination 
against certain racial and religious groups, against workers in late mid- 
dle age, and against women, not only is repugnant to the principles of 
our democracy, but often creates artificial "labor shortages" in the midst 
of labor surplus. Employers and unions both need to re-examine and 
revise practices resulting in discrimination. I recommend that, at this 
session, the Congress provide permanent federal legislation dealing 
with this problem. 

(2) Moximxim Utilization of Productive Resources 

In our free-enterprise system, we rely mainly upon private initiative 
to expand the productive base of the economy. Our productive capacity 
has grown not only through technological developments, but also through 
a steady stream of additions to plant and equipment. Output per man- 
hour has increased on the average some 3. per cent per vear over the 
decades. 

The whole history of America indicates that this progress can be 
entrusted mainly to the initiative and inventiveness within our business 
system. But we do need nation-wide concerted action to remove the fear 
that demand will periodically be inadequate to absorb maximum produc- 
tion. This is what puts brakes upon inventiveness and initiative. 

Even in times of prosperity, aside from war, a substantial portion 
of our productive facilities has been idle. Recurrent depressions have 
brought i>aralysis to as much as one-third or even one-half of our plants 
and machines. 

While the government has a function in the encouragement of new 
industries and the development and dissemination of research, the great- 
est incentive that the government can provide for business productivity 
is through helping to prevent depressions. If production incentives are 
adequate, business will expand without hesitancy when markets for its 
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products are reasonabl}' assured through a successful nation-wide pro- 
gram for continuous maximum employment, production, and purchasing 
power. 

(a) Agncullitrc. The soil is one of the most valuable economic 
assets of the nation. Most effective utilization and conseiAation of this 

resource should be an imi>orlant aim of the agricultural program of tlie 
government. 

We have experienced amazing technological progress in agriculture 
and further progress is to be expected. This progress necessitates ad- 
justments in farming, adjustments in the processing and manufacture 
of foods and clothing, and in the process of distribution. 

American agriculture suffered a severe depression in the years fol- 
lowing World War I. This situation was general!)- recognized by all 
groups. It resulted in large-scale governmental programs to help the 
farmer get incomes more nearly in line with the incomes of other groups. 

The long-range agricultural policy of the government should be 
aimed at preser\'ing the family-sized farm and preventing another agri- 
cultural depression as we go through the readjustments following World 
War II. It should help to see that fanners’ incomes do not fall below 
those earned by other comparable productive groups. This shoukl in- 
volve the least possible interference in the management of actual farming 
operations. It should be accomplished without use of subsidies so far as 
feasible. We should seek to make it possible for farmers to earn good in- 
comes through their own efforts. 

Alx)ve all, the long-range agricultural policy of the government 
should be based upon the principle of plenty and not upon the encour- 
agement of scarcity. The term “maximum production” in the Employ- 
ment Act applies to the farm as well as to the factory. This basic policy 
is inconsistent with a policy of production restriction, though we must 
take a realistic view of the proportion that agriculture as a whole bears 
to the economy and also of the relative amount of effort devoted to the 
several lines of production. Our domestic capacity to absorb the products 
of our farms — if farmers are encouraged to turn their productive efforts 
in the right directions — will be enormous as we get nearer to solving 
the problems of sustained employment and high purchasing power. How 
much of an export surplus from the United States the markets of the 
world will be able to absorb will depend in jiart on our international 
economic policies, notably as to industrial imports and overseas in- 
vestments. 

Agricultural production increased more than 30 per cent during the 
war. Technological improvements in farming and in food distribution 
would make it possible not only to continue this high rate of production, 
but also to increase it substantially during the next few years. 

The high rate of agricultural production during and since the war 
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has been supported by unusually high rates of food and fiber consump- 

our agricultural problems during 
the next several years it is essential that >ve maintain these high rates of 
consumption, or even increase them. This is desirable not only from the 
farmer s point of view, but from the point of view of American diets and 
standards of living. 

The Congress has recently authorized a permanent school-lunch 
piogram in co-o[>eration with the states. I hope this program will be 
expanded until we are sure that every American school child gets an 
adequate diet. In addition, we should study carefully the possible need 
for food and nutrition programs to reach low-income families. 

The Congress also recently authorized a broad and strengthened 
program to improve the marketing and distributing of farm products. 
This includes the strengthening of research and educational work, as 
well as the improvement of the various marketing services performed by 
the government. We shall ncc<I to give increasing emphasis to marketing 
fluring the tiext few years. Better marketing can go a long way toward 
maintaining adequate rates of consumption, with benefit to farmers and 
the public alike. 

\Vc must honor the government’s commitment to support farm prod- 
uct prices during the period of readjustment to a stabilized peacetime 
basis. However, experience within the past year has demonstrated, on a 
small scale, some of the dangers that may result from holding the 
support level for any commodity too high. This only leads to malad- 
justments within agriculture, to the wastage of food, and to unnecessarily 
^''irge government expense. 

Tlie government s long-range program to support farm incomes at 
reasonable levels must be kept flexible. It should be designed to encour- 
age adjustments of production in line with the capacity of markets to 
take products at a price remunerative to efficient farming. It should 
promote well-managed use of our vast resources of farm land, machin- 
ery, and agricultural lalwr in such ways as to be profitable to farmers 
and of maximum benefit to the public as a whole. 

The standard of living on farms depends on more than the amount 
of money income received by fanners. Fann communities have never 
reccivfxl comparable treatment with cities in such matters as education, 
housing, medical care, health, nutrition, and social security. Federal 
and state programs in these fields should pvc increasing attention to 
the needs of rural areas. 

(b) Regional devclofnnenf. Wide regions of this country still hold 
the promise of tremendous economic development. The government 
should examine particularly the contribution it can make toward this 
development by stimulating production and distribution of low-cost 
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hydroelectric energ>', by developing flood control and navigation, hv 
improving roads, by enforcing fair competitive rates of transportation, 
by removing barriers to tnick transportation, by land drainage atul 
irrigation projects. We need to rebuild croplands, grazing areas, and 
forests. Future programs of resource and industrial development should 
be prepared so that we can move ahead rapidly at the appropriate time. 

Even under today's full employment conditions, there are a few 
chronically depressed areas, and some areas left stranded by the end of 
the war. These problem areas were created by the interplay of nation- 
wide forces, and our government has the responsibility of assisting these 
communities in developing ways and means of improving tlieir positions. 
The Council of Economic Advisors will give particular attention these 
problems. 

(c) Pederal-aid programs. The federal government is engaged in 
several programs of grants-in-aid to state and local governments involv- 
ing large amounts of money. Further programs are planned. These pro- 
grams, particulary' those related to health and education, public works, 
and road and airjK>rt construction, contribute greatly toward bringing 
all sections of the country up to the levels productivity consistent with 
American standards of living, 

I have asked the Council of Economic Advisors to co-oi)erate with 
the Bureau of the Budget and other federal agencies concerned, and with 
state and local advisory committees, to undertake a study of federal 
grants to state and local governments to determine to what extent revised 
standards for the distribution of these grants may take into account more 
fully the needs for support that exist in various parts of the countr>'. 

(d) Public works. Aggregate expenditures for public w’orks arc 
large. They obviously have a considerable eflfect upon the whole econ- 
omy. Further, since many public-works projects are not related to the 
daily problems of business operations nor to the daily needs of con- 
sumers, they arc subject to adjustment in their time of commencement 
and their rate of progress. This had led, particularly in recent years, to 
an over-emphasis upon the prospects of stabilizing our whole economy 
through the bold use of public works. 

There are valid reasons why public works cannot accomplish as 
much towards stabilization as some have supposed. In the event of severe 
unemployment, they cannot be generated in sufficient volume to avoid 
supplementation by other means. In a period of mild recession, they 
cannot be generated on time to be fully effective. If the tempo of the 
public-works program is geared to some business index, the reserves 
accumulated for emergency use may be used after they are necderl and 
they then become inflationary rather than stabilizing. Even if advance 
preparations are made through the completion of plans, the acquisition 
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of sites, and the accumulation of funds, there will be an inevitable time 
lag between calling the emergency program into operation and the 
employment of men on the job. 

These comments are substantiated by experience. The chief lesson to 
be learned is that no one device constitutes an adequate safeguard 
against recession or an adequate fighting apjiartus against depression. 

All useful devices need to be thought through in advance and blended 
into a consistent program. 

Instead of regarding public works as the first and foremost device 

to restore our whole economy wlien it sags, we should attempt to stabilize 

public-works construction according to our long-term needs. Increasing 

regularization of public-works expenditures at all levels of governmental 

activity over a long period will offer an assurance of a demand for 

capital, of a market for materials and c<}uipment. and of a field for 

employment which will assist in stabilizing that segment of the business 

worUl. This approach to public works will have the further advantage 

of appraising their size and character in tenns of our total national 
needs. 

This policy by no means forestalls the expansion of public works as 
a sustaining factor if recessions or depressions should unfortunately 
•develop despite our best efforts to avoid them. The very procedure neces- 
sary or long-term regularized expenditure will pave the way for more 
elTectivc emergency use than in the past. 

(e) Research and patents. The United States will this year invest 
more than one billion dollars in research. In order to protect national 
security and the development of the domestic economy, I have estab- 
lished by Executive Order a Presidential Research Board to survey 
Federal research and development programs. The continuance of a 
research program of large magnitude for many years to come, together 
with the fact that many of the inventions resulting from it will be 
patentable, calls for action to protect the public interest in inventions 
and discoveries resulting from expenditures of public funds. I hope that 
suitable legislation for a finiform patent policy will be enacted by the 
Congress at this session. 

{3} Encouragement of Free Competitive Enterprise 

It is imperative that there be no restrictions on free competition re- 
sulting in curtailment of production and employment, or in maintenance 
of high prices, or in interference with freedom to invest funds, or in 
hampering the entry of new firms to any line of production or trade. 
I recommend that the Congress review the studies made by the Tem- 
porary National Economic Committee and by other Congressional com- 
mittees with a view toward supplementing or strengthening existing 
legislation in this field. Among the steps to be taken in the extension of 
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Section 7 of the Clayton Act to prohibit mergers by the acquisition of 
assets, as well as by the acquisition of stock control. 

(a) Enforcement of existing anti-trust la-ivs. The Anti-trust Uivis.ion 
of the Department of Justice and the Federal Trade Commission have 
both labored under inadequate appropriations. They should be better 
supplied with funds so that their activities can be more closely inte- 
grated. Accordingly, I am recommending in the Budget Message in- 
creased appropriations for the control of monopolistic practices. 

(b) Encouragement of small business. The government should take 
affirmative action to enlarge the opportunities for efficient and enterpris- 
ing small businesses. 

I believe that the government should study ways and means of 
facilitating the availability of long-term credit and equity capital to 
small and promising business enterprises. 

The Department of Commerce has developed, and will further 
develop, business service programs providing businessmen with such in- 
formation on markets and technical and commercial facts as only large 
.establishments can provi<le by their own staffs. 

Consideration should be given to the impact which existing taxes 
have upon small and growing businesses. 

(4) Promoting Welfare, Health, and Security 

There are certain programs of government which have come to be 
looked upon as “welfare programs" in a narrow sense. This has placed 
theni in an insulated compartment. They have not been sufficiently re- 
lated to the needs of the economy as a whole. In fact, they are a part of 
the problem of maximum employment, production, and purchasing 
power. 

The Employment Act presents the opportunity to abandon this in- 
sulation, and to put these programs back in the economic setting from 
which they must draw their sustenance. 

Unemployment insurance is designed to take care of the unem- 
ployed as a matter of right rather than of charity, but it also provides 
purchasing power as a cushion against recessions, and its tax features are 
of general economic significance. Retirement and pension systems exit 
to take care of workers who have given of their years in factory, field, 
or office. But these systems, both on the income and outgo side, have a 
profound effect upon volumes of purchasing power, and the retirement 
age needs to be adjusted to the size and comp>osition of our labor force 
and the trend of improved technologies. Health insurance relates clearly 
to the efficiency of workers and thus to the productivity of industry and 
agriculture. And this is even more true of ^ucation, which must be re- 
shaped continuously to meet the changing demands and job opportuni- 
ties of the machine age— or, some day, of the atomic age. 
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Tlie total amounts of public outlays for these and other purposes 
need to be measured against the total size of our economy — its wealth 
and resources today, and the trends and policies which shape its future. 
Many of tliese programs have been born of a depression psychology. 
They have proceeded from the assumption that our enterprise system 
will necessarily fail to employ given numbers of people from time to 
time, and that these other programs must he brought forward to prime 
the pump or fill in the gaps. Mere, too, we need a restatement. We shoxild 
regard them rather as an inescapable obligation of an enlightened 
people, and we should expand them as our recources permit. 

The relationship between these welfare programs and general eco- 
nomic conditions has been inadequately explore<l. Proposals for maxi- 
mum employment, production, and purchasing power, and proposals 
traditionally regarded as being in the general-welfare are, should be 
integrated because they are interrelated. Further studies will provide 
the basis for this integration. 

(a) Pubiic health and education progratns. Among those whose in- 
come is less than the minimum necessary for a decent subsistence are 
those who cannot earn their living because of physical unfitness or lack 
of educational training. 

A combination of public health, mitrition, education, and regional 
development programs would create additional job opportunities and 
supply workers fit to fill these jobs. Relatively small government ex- 
penditures for health and education yield a high national dividend. It 
is more economical to prepare people to earn a decent living than to 
care for them through relief. 

The federal government is now spending a large amount of money 
for health and education programs for war veterans, but general ex- 
penditures in these fields are relatively small. 1 urge the Congress to 
give early consideration to expanded peacetime programs of public 
health, nutrition, and education. 

(b) Social security. Although maximum employment would protect 
wage earners generally from the effects of prolonged mass unemploy- 
ment, the individual is still exposed to many hazards of economic in- 
security. 

Our social security program has not kept pace with the times, nor 
with our increase in general living standards. Many individuals are 
not covered by the present provisions of the Act, and the benefit pay- 
ments to those covered are inadequate under to-day’s conditions. 

I recommend that the Congress, co-operating with the states, take 
action that will lead to increasing the amount and duration of unem- 
ployment benefits. Present unemployment reserve funds are ample to 
support such increases. 

I recommend that the Congress amend the social-security laws to 
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extend the benefits of old-age and survivors' insurance to the occupa- 
tional groups now excluded, and to include under uneinpioviuent com- 
pensation the employees of all establishments, regardless of size, in the 
industries now covered by the Unemployment Compensation Tax Act. 
In exj^nding general social security, the Congress sliould not overlook 
the railway workers, whose protection is under separate laws. 

\\ hile we compensate workers for loss of wages due to unemploy- 
ment arising from lack of work opportunities, we do not insure them 
against the risks of loss of earnings from temporary or permanent 
disability, nor against the costs of medical care. This re])rescnts not 

only a heavy loss for the individual but a great waste of productive 
manpower. 

There is an urgent need to spread the risks arising from sickness 
and disability by insuring workers against the loss of income and by 
priividing, through social insurance, ready access to essential preventive 
and curative medical services. I have, in a previous message, presented 
recommendations for a program of medical care and disability benefits. 
I urge early consideration of this program. 

Our present social insurance system is financed by employee and 
employer contributions. We must recognize, however, that the em- 
ployees contributions and the employers’ pay-roll tax curtail mass 
purchasing power and increase businessmen’s costs. From an economic 
pointy of view, it would be desirable to finance a part of the social 
security system out of the general budget. Therefore, I propose that the 
Congress, in working out a system of financing an expanded social se- 
curity program, give full consideration to the economic as well as the 
social import of various methods of taxation for this purpose. il- 

(^) Co-operation in International Economic Relations 

While most of this Report has necessarily been devoted to the do- 
mestic asp^ts of employment, production, and purchasing power, we 
must bear in mind that we are part of a world economy. Our sales of 
goods and services abroad, amounting to about fifteen billion dollars in 
1946, played an important role in the maintenance of domestic produc- 
tion, employment, and purchasing power, and may be expected to do 
so this year. Such a high level of exports reflects in large part the war 
d<»truction of productive capacity in other countries. If we are to main- 
tain a well-balanced prosperity over a long period, our foreign trade 
must be established on a more permanent basis. 

In the long run we can sell to other countries only if we are willing 
to buy from them, or to invest our funds abroad. 

Both foreign trade and foreign investment are vital to maintaining 
a dynamic economy in this country. 

The shortages we have suffered during the war and are even now 
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experiencing have proved to us our need for foreign imports. We will 
continue to need imports not only to add richness and variety to our 
standard of living hut also as a means of conserving strategic materials. 
Wc do not have to fear so-called foreign competition when we have 
maximum production, employment, and purchasing power. We must 
not, of course, indulge in indiscriminate reduction of barriers to imports. 
Such a policy is not contemplated. 

For a few years wc cannot expect to buy as much from abroad as 
other countries buy from us. We will find it profitable to invest a part 
of our savings in developing the world’s productive resources through 
sound loans and investments of equity capital abroad. This is important 
not only in the first instance as an immediate outlet for our goods and 
services, the supply of which will be increasing in the coming years, but 
also as a means of permanently increasing foreign markets for our farm- 
ers and businessmen. The quickest demonstration of this can be seen by 
the fact that nations that arc industrialized are our best customers. 

Many countries fear economic depression in the United States as a 
threat to their own stabilitv. If faced with the alternatives of smaller 
trade and economic insulation on the one hand or close relations with 
an unstable American economy on the other, many might prefer some 
insulation as the lesser evil. 

In preference to either of these alternatives, these countrie,s would 
choose closer relations with a stable American economy operating at 
high levels. They have already begun to co-operate toward achieving 
these related goals : economic stability and expansion of world trade. 
The International Monetary Fund, designed to stabilize exchange rates, 
and the International Bank for Reconstruction and Development, set up 
to facilitate the international flow of capital, have already started to 
operate. At our initiative, experts of eighteen important governments 
recently worketl out a tentative charter for an International Trade Or- 
ganization. This charter embodies principles of commercial conduct 
designed to enlarge the beneficial flow of world trade, to reinforce the 
domestic employment and development programs of the co-operating 
governments and, by intergovernmental commodity agreements, to re- 
move the depressing effects of burdensome world surpluses. This charter 
represents the first major effort in the field of trade to replace unilateral 
action — which often injured other countries and provok^ retaliation — 
by co-operation, and joint action under a set of common principles. 
Continued progress in the formation of the International Trade Oi^ni- 
zation represents the most important step that we can take to re-establish 
a high volume of foreign trade on a sound basis. 

The willingness of many other countries to enter the proposed trade 
organization will depend to a great extent on our attitude in connection 
with the reciprocal tariflf negotiations scheduled for this year. In return 
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for our own tariff concessions, we can hope to secure n(»t onl\ reduttiou 
of foreign tariffs and discriminations J>ut also elimination of :i mass '-f 
restrictions, in particular, rigid import quotas preventing our access to 
foreign markets. Thus we should press forward with our program to 
secure the reciprocal reduction of trade barriers. 

If we fail to do our part in putting international economic relations 
on a healthier basis, it is quite likely that some other countries will feel 
compelled to increase their own controls. Such a development woukl 
tend to break the world into trading blocs and could have profound 
effects upon world politics and the prospects for creating an enduring 
peace. 

(6) Combating Economic Fluctuations 

Only by blending all practicable programs i>i wise projxirtions can 
we be successful in stabilizing our economy at the highest feasible levels. 
The long-range policies I have outlined are designed to strengthen the 
structure of the economy and to reinforce its rosistajicc to econ»)mic 
fluctuations. 

The greater this power of resistance, the less need there will be for 
sotne of the limited and specialized stabilizing devices which have re- 
ceived much attention in recent years. 

I have directed the Council of Economic Advisers and the other 
appropriate government agencies to make a continuing study of the 
stabilization devices that may l>ecome necessary and to recommend their 
being placed in operation in ample time to insure the anticipated effect. 

Among these devices are a well-integrated program of employment 
stabilization; improvements in the process by which workers flnd jobs 
and employers find workers; improvements in the tax structure; wise 
management of the public debt ; and a flexible credit policy. 

(intituling policy cannot be extemporized from month to month or 
even from year to year ; most policies designed to increase the stability 
of the economy are of long-range character. Fortunately, we have time 
in which to plan deliberately and wisely, and in which to secure the co- 
operation of all our citizens in driving toward our common goal : an 
expanding economy of maximum production, employment, and pur- 
chasing power under a system of free competitive enterprise, with full 
recognition of the duties and responsibilities of forward-looking gov- 
ernment. 

The F.mployment Act of 1046® 

Here, for the first time, the Congress has spelled out in unequivocal 
terms as a “continuing policy and resiwnsibility of the federal govern- 

'Ckmncil of Economic Advisers: First Aunital Report to the President (Dec. 
1946). pp. 4-S. 

8 
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inent something which hitherto had only fallen somewhat ambiguously 
within the general welfare clause of the Constitution. Now 

the Congress hereby declares that it is the continuing policy and re- 
sponsibility of the federal government to use all practicable means 
consistent with its needs and obligations and other essential consid- 
erati()ns of national policy ... to co-ordinate and utilize all its plans, 
functions, and resources for the purpose of creating and maintaining 
. . . conditions under which there will be afforded useful employ- 
ment opjwrtunities. including self-employment, for those able, willing, 
and seeking to work, and to promote ma.ximum employment, produc- 
tion, and ptirchasing power. 

A mandate is thus laid on the President and the whole executive 
establishment and upon both Houses of Congress to pursue this goal of 
jiromoting maximum productive use of the nation’s resources, natural 
and human, thereby proviiling work ojjportunities as ample as are 
practicably jxjssiblc for those who are anxious to apply their labor to the 
supplying of their wants. 

It should be clearly noted tliat the act is called the Employment Act 
of 1946, avoiding the vague — and in some quarters alarming— use of 
the term •'full employment.” There is in it not the slightest hint that 
anyone is to be coerced or constrained to labor more than he wants to, 
with inferior equipment, or at anything other than the calling of his 
choice. The act stresses maximum production and the purcltasing power 
that makes for high consumption ; it does not stress mere number of 
jobs. The freedom of the worker is fully protected by the expression 
willing and seeking to work.” The danger of resort to leaf raking or 
digging holes and filling them up is guarded against by the expression 
‘‘useful employment opportunities." 

Finally, it is part of the broad policy of the act that, in carr)’ing out 
a centra! responsibility for promoting high production and the general 
welfare, the federal government should co-ordinate its program and 
activiUcs with those of State and local governments on the one hand and 
of private business agencies — industry, labor, and agriculture — on the 
other. It is to operate "in a manner calculated to foster and promote 
free comiietitive enterprise.” Likewise, it is the expressed policy of the 
act that the Council of Economic Advisers, which it sets up. "shall be 
closely articulated with other agencies of the federal government 
operating in the economic area and that its work shall be co-operatively 
related to theirs, co-ordinating rather than superseding their functions. 

(1) Machinery of the Act 

We turn now from the political philosophy of the Employment Act, 
as embodied in its statement of purpose and of general method or range 
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of methods, to note the governmental machinery through which this 
purpose is to be attained. The measure as enacted is fully within the 
existing frame of government. It does not set up any authontanan hoard 
or official dictator of labor, of plant, or of production. The traditional 
division of function between the executive and legislative branches of 
the government is fully preserved and, as already mentioned, the com- 
plementary relation between federal and stale government. In the 
machinery of the act, however, something has been added to our cus- 
tomary equipment for handling matters that concern the nation’s 
economic life. No longer is the study of the multifarious economic prob- 
lem.s of the country and the formulating of executive ])rograms for 
dealing with national economic welfare to l>e merely scattered among 
the federal departments and independent commissions or the still more 
numerous bureaus and divisions within these agencies. Instead, a means 
is provided for reviewing and synthesizing all tliese studies, conclu- 
sions, and recommendations into a single co-ordinated whole. 

To this end, the President is called ui^on to send to Congress at the 
beginning of its session an Economic Report 

setting forth (1) the levels of employment, production, and purchas- 
ing ix)wcr obtaining in the United States and such levels needed to 
carry out the policy declared in section 2; (2) current and foreseeable 
trends in the levels of employment, production, and purchasing 
power; (3) a review of the economic program of the federal govern- 
ment and a review of economic conditions affecting employment in 
the United States or any considerable portion thereof during the 
preceding year and of their effect upon employment, production, and 
purchasing ^jower; and (4) a program for carrying out the i>olicy 
declared in section 2, together with such recommendations for legisla- 
tion as he may deem necessary or desirable. 

The new machinery set up for (a) preparing and (b) dealing with 
the Economic Re]X)rt of the President consists of two parts: The Coun- 
cil of Economic Advisers to the President and the Joint Committee of 
Congress on the Economic Report. 

The Employment Act establishes in the Executive Office of the Pre- 
sident a Council of Economic Advisers, consisting of three economists, 
who, with the aid of the necessary staff, are to “assist and advise the 
President in the preparation of the Economic Reix>rt . . . analyze and 
interpret economic developments, to appraise programs and activities 
of the government in the light of the policy declared in section 2, and 
to formulate and recommend national economic policy to promote em- 
ployment, production, and purchasing power under free competitive 
enterprise." 
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It was clearly the intent of the framers of the act that this shall be a 
small co-ordinating agency immediately adjacent to the President and 
effecting liaison between him and the vast area of technical services 
<lealing with economic matters already available within the govern- 
mental establishment. It is not itself to be a fact-finding agency or one 
doing original statistical or economic research. 

It is not within the province of this Council to elaborate on the func- 
tions of the other agency set up under the Employment Act, namely, the 
Congressional Joint Committee on the Economic Keixirt. It should l>e 
noted, however, that the act in no way trenches on the primacy of the 
Congress m the field of final fKilicy making. It simply shari>ens that 
body’s tools for evaluation of projwsals made by the President as well 
as for the initiation of projwsals of its own. Obviously, the joint com- 
mittee will have at its disposal the improvetl facilities made available 
undei the Congressional Reorganization Act as well as recourse to those 
contacts with all governmental and nongovernmental sources of facts 
and ideas which are the traditional prerogatives of Congress. 

In the words of the act: "It shall he the function of the joint com- 
mittee — (1) to make a continuing study of matters relating to the 
Economic Re|>ort ; (2) to study means of co-ordinating programs in 
order to further the ]x>licy of this Act." 

When the President's Economic Rejwrt is presented to the Congress 
at the opening of its session, it is to be referred to this joint committee. 
After study of the projxjsals embodied in the President’s economic pro- 
gram atul in the light of such stu<lies as the committee may already have 
conducted into the economic problems which it considers pertinent, it 
will prepare its findings an<l recommendations with respect to each of 
the main recommendations made by the President in the Economic Re- 
ix)rt and submit them to the two Houses of Congress by February 1. 
This congressional re|K)rt is designed to be "a guide to the several com- 
mittees of the Congress dealing with legislation relating to the Economic 
Rc{)ort.’’ 

The outstanding feature of this procedure is that it tends to unite the 
President and Congress through mutual consideration of national eco- 
nomic policy as a co-ordinated whole instead of proceeding in an unre- 
latc<l piecemeal fashion. It guards against the danger that economic 
legislation shall be incomplete, inconsistent, or directly conflicting, much 
as tlic creation of the Bureau of the Budget 25 years ago undertook to 
remedy the haphazard process of estimating fiscal needs and alloc.ating 
public revenues. 

Besides its February 1 report, the joint committee may also "fron> 
time to time make such other reports and recommendations to the 
Senate and House of Representatives as it deems advisable." 
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(2) The Council a Consultative and Advisory Body 

A final point as to the political science aspect of the Council of Eco- 
nomic Advisers is that, although set up as an arm of the Executive Office, 
the Council as such does not have any administrative j>owcr.s or re- 
sponsibilities. It is purely a consultative ami advisory agency. Besidc.s 
its duty to “assist and advise the President in the preparation of the 
Economic Report” it is to “analyze and interpret . . . developments 
and trends . . . appraise the various programs aiKl activities of the 
federal government in the light of the policy” of promoting maximum 
employment, production, and purchasing jjower, and make interitn and 
supplementary studies either on its own initiative or at the rccpiest of the 
President. Thus it is designed to serve as a continuous agency of 
counsel to the President on the professional plane in regard to 
administrative decisions as well as his approval — or even veto— of 
legislative proposals. / 


The Nation’s Economic Budget ® 

The Nation’s Economic Budget is designed to depict the flow of 
funds by which major economic groups arc interrelated in the national 
economy. To this end it shows income and expenditures for consumers, 
businesses, and government, as well as the balance of international 
trade. Broadly speaking, the decisions to spend or to save of each of 
these groups of consumers may be considered as springing from a dif- 
ferent set of considerations than those of the other groups. The results 
of these decisions are embodied in four sets of accounts comprising the 
nation’s budget. 

(1) Expenditures 

The expenditure side of the accounts is clear and unambiguous. The 
meaning of consumer expenditures is just what the name implies. One 
exception may be mentioned; residential construction is included with 
all other construction in business outlays. Business expenditures arc 
not the total expenditures of business, but only that part which consists 
of additions to or replacements of plant, machinery or other equipment, 
and additions to inventories (exclusive of inventory revaluation). In 
contrast, the operating expenditures of business are part of prices 
charged the consumer, so that including them would involve double 


• The Economic Report of the President (transmitted to the Congress Ian. 8, 

1947), pp. 35-40. 
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counting, The international expenditure figure consists of the net balance 
of receipts from the sale of goods and services over ixjyinents. since it is 
this ixirtion which is not balanced hv an equivalent amount of foreign 
goods and services adde<l to the domestic supply. Government expendi- 
tures consist mainly of payments for goods and services currently ren- 
dered. hut include certain other types of payments. In summing the 
components the latter are deducted as adjustments to obtain the total 
natuinal expenditure for goods and services, which is equal to the value 
of gross national production. 

(2) Income 

The production of the national product involves an equivalent flow 
of income to individuals or businesses or government producing the 
product. The manner in which income is allocated to consumers, busi- 
ness. and government is somewhat complicated, however. 

Consumers* earned income consists of salaries and wages, dividends, 
income of fanners aiul other unincorporated business, and interest, 
rents, etc., going to in<livi<luals and fiduciaries. Income earned in 
production is not equivalent to income available for spending by con- 
sumers. however. an<l it is the latter quantity which is of more sig- 
nificance for the analysis of economic flows. Both additions and 

<leductions must be made from earned income to arrive at spendable 
or disposable income. 

Iti each period, sizable additions to consumers’ earned income are 
made by the government. For example, in 1946 servicemen received 
mustenng-out jiay and dependency allotments and veterans received 
pensions and readjustment allowances. Old-age benefits from the social- 
purity funds were a further addition to consumers’ disposable income. 
On the other hand, in each period, iiay-roll. income, and estate taxes 
arc dcilucted from the total of consumer income. The residual income 
institutes the disposable income of consumers appearing in the Nation’s 
Economic Budget table. 

Of the income going to business, some is withdrawn by the govern- 
ment m the form of corixiration income taxes, excise taxes, and other 
busiiss taxes. The residual income of business, after payment of 
dividends to shareholders, consists of additions to reserves, and cor- 
porate undivided profits. Undivided profits and reserves of all business 
(with some adjustments to put the figures on a cash f>asis) comprise the 
receipts appearing in the Nation’s Economic Budget table. 

^ No entry' is made on the receipts side of the international account, 
since the excess of expenditures over income is shown in the expenditure 
column. 

Government income is obviously the sum of business, pay-roll, and 
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personal taxes, plus some miscellaneous income obtained from the sale 
of surplus property, contract settlement, etc. 

(3) Surplus or Deficit 

The Nation’s Economic Budget table shows that total expenditures 
equal total incomes. This means that savings of some groups must equal 
the deficits of other groups. Expressed somewhat differently, withdraw- 
als from the income stream (savings) by some groups are offset by 
additions to the income stream (deficit or investment) by other groups. 

The sum of the incomes of all groups is in excess of the incomes 
derived front the productive process, however, because it includes the 
"unearned” (or transfer) incomes previously mentioned. These transfer 
incomes, along with the expenditures which give rise to them, do not 
reflect a current addition to goods and sendees and must, therefore, be 
deducted in order to arrive at the national production of goods and 
services. This is done by the adjustment shown at the I)Ottom of the 
table. The deduction from incomes is equal to that from exi^enditures, 
unless there are transfers abroad. No deduction need be made from 
incomes for transfers abroad, since they do not directly augment do- 
mestic spendable funds. 

The sum of income or expenditures, less the adjustments for trans- 
fers of purchasing power, is the gross national production of goods and 
services. By making an allowance for wear and tear upon existing 
machinery and equipment and depletion of natural resources, the net 
national production is determined. 

Sections (a) through (f) below contain a somewhat more detailc<l 
description of the accounts of consumers, business, and government an<l 
of international transactions, which appear in the nation’s budget table. 
The basic estimates of economic magnitudes are the gross national 
product, national income, and related series of the Dejwrtmcnt of Com- 
merce. The series for Government receipts and expenditures conform to 
the concept of cash receipts from and pajmients to the public as pre- 
sented in the Budget of the United States for fiscal 194B. Minor adjust- 
ments between these series and the gross national product series are 
necessary because the latter are not on a cash basis. 

Substantial revisions of the Department of Commerce series, involv- 
ing changes in classification of some components, are expected to be 
published in the near future. These will hardly change the significance 
of the Nation’s Economic Budget picture, however. Estimates for 1946 
arc based on incomplete data and are consequently tentative. 

(a) Consumers' account. The account of consumers receipts, ex- 
penditures, and savings is shown in detail : 
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consumers’ account" 
{Billions of dollars) 


1- Rcccijits ; 

2. Dispo-iablc income of individuals 

Less ; 

'L Adjustment to Federal cash income and 

expenditure scries 

4. Adjustment for discrepancy 

5. Equals ; Adjusted disposable income 

6. Expenditures : 

7 Ourahic Roods 

H. Nondurable goods 

9. Services 

10. Total 

11. Excess of receipts; Savings 


f9J9 


67.7 


i944 


U7.4 


1946* 


67.4 


6.4 

32.6 

22.7 

61.7 


133.0 


6.7 

60.0 

31.8 

98.5 

15T 


cciv;;nn "■ 

MNF. 3: The adjustments arc as follows: 

(o) The excess of lax payments made by the public ihroueh nav-roll Hr 

.-...cc arl ‘'"i" =‘"■1 6ovcn,„,cn, life i„sur. 

Line H: Includes .savings of unincorporated business 

ProfiU ^ fallows. 

ProfiU are those of incorporated business only. M-hile expenditures 

of I)oth corporate and unincorporated business 
(inching fanns) and residential construction (including that financed 


I Detail may not add to total due to rounding. 
rrchnnnzry estimates. 
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DERIVATION OF DISPOSABLE INCOME OF INDIVIDUALS’’ 

(DiHions of dollars) 


I. Gross national product 
Less; 

Depreciation depletion and other reserves 
Inventory revaluation 
Business taxes 
Adjustment for discrepancy 
Equals: Net national income 

Plus: Transfer payments to individuals 
L^ss ; 

Corporate undivided profits 
Contributions to social insurance funds 
P-qiiaJs; Income payments to individuals 

12 P and nontax payments 

liquals; Disposable income of Individuals 


2 . 

3. 

4. 

5. 

6. 

7. 

8 . 
9. 

JO. 

II 


1 m9 

1944 

1946 ■ ■ 

1 

88.6 

197.6 

194 

1 7.7 

9.6 

! 10 

1 

— ,1 

i 

; 10.4 

29.7 

' 25 

1 0 

—2.2 

' -1 

1 70.8 

160.7 

I 164 

2.4 

5.3 

1 11 

.4 

5.4 

7 

2.0 1 

3.9 

4 

70.8 ' 

156.8 

164 

3,1 

19.4 

19 

67.7 

137.4 

145 


=>nd other rcsorr-es also include 
business “"'"oontorated enterprise and dwellings. Unincor,>orated 

diffic n "'oome because of the 

difficulty ni separating them from income of individuals. 

UnitidkatesTretfl' T7“'“- foreign countries in the 

the net I «hnrl , 8°“'’' ^>"<1 services. Only 

elMdrf .1 xf ' “f” ® '"’P“rfs and unilateral transfers is in- 

hy fn el valfnr'"'; ' '^“r'set. since other ex|>orts are matched 

P^opertTIbroad of ^“rplus 

(d) r/ie governmn,, accou,,!. The government account includes 
MdTi^l.™ '=‘P0'“’'“'res for all governmental units-fetleral, state, 

Federal receipts are cash receipts from the public, except from bor- 

incTT’ . “PO"'f "ores are cash payments to the public. Tbe iiublic 
includes individuals, private corporations, and state, local and foreign 

TnlZZT'' Tn “Prntfifores series presents tbe 

countslTv Sovernment as a unit. Government trust ac- 

counts and government-owned corporations are considered part of the 

government, and the effect of transactions among these unifs U elimb 

Slernm t r 1 P">'"’""‘“ *“ Poft'ir. such as accrued interest on 
solvent bonds, are not included. Cash receipts and expenditures 

J Detail may not add to total due to rounding. 

Preliminary estimates. 
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BUSINESS ACCOUNT** 


{Billions of dollars) 


1 

1 

! 

1944 

1946 

1. 

Receipts: j 




2 

Qirporatc profits before tax ' 

Less : 

5.5 

24.9 

20.5 

3. 

Corporation income tax liabilities 

1,5 

15.0 

8.0 

4. 

Dividends 

5.8 

4.5 

s.s 

5. 

Equals : Corporate undivided profits 1 

Plus : 

.4 

5.4 

7.0 

1 

6. 

Business rcscr>*cs, depreciation and de- 





pletion 

7.7 

9,6 

9,5 

7. 

Government payments to business 

Less : 

.5 

.6 

1 

4.2 

8, 

Inventory revaluation adjustment 1 

.4 

.1 

15 

9. 

PayniCTUs by business to government ' 


4.2 

6.4 

10. 

Equals : Adjusted corporate profits and re- 
serves 

8.5 

11.3 

10.8 

11. 

Expenditures : 




12. 

Construction 

3.6 

1.6 

8.0 

11 

Residential 

20 

.5 

5.0 

14. 

Nonresidential 

1 6 

1,1 

5,0 

IS. 

Producers* durables 

5.5 

4.0 

13.0 

16. 

Net change in inventories 

.9 

—1.7 

6.0 

17. 

Total, gross domestic capital formation 

9.9 

3.9 

27.0 

18. 

Excess of receipts (+), or expenditures ( — ) 

“—1.6 ■ 

+7.4 

-16.2 


LINE 2: Department of Commerce concept which differs from that of the 
Bureau of Intcnial Revenue. Excludes profits arising from the sale or exchange 
of capital assets. 

LINE 6: Includes depreciation and depiction, other business reser\'cs» and capital 
outlays charged to current expense. 

LANE 7: Includes refunds of Imsincss taxes, loan transactions of government 
* corporations, capital transactions, renegotiation of war contracts and miscellaneous 
items. 

LINE 9: Includes renegotiation payments made in discharge of previous liabili- 
ties and excess of business tax payments over liabilities. 

rather than budgetary receipts and expenditures were chosen in order 
to give a better picture of the economic effect of the financial operations 
of the government. 

(e) Adjujlments. In order to derive an estimate of the national pro- 
duction of goods cTiid services, expenditures which do not involve pur- 

Detail may not add to total due to rounding. 

^Preliminary estimates. 
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GOVERNMENT ACCOUNT 
Federal, State, and Local 
(Billions of dollars) 


13 


L Receipts: 

2. Federal rwipts from the public other than 

borrowing 

3. State and local 


4 . 


Total 


5. Expenditures ; 

6. Federal 

2. State and local 


8 . 


Total 


1939 


6.5 

&9 


15.4 


9.4 

9.1 


18.5 


i9-t-f 


194 ^' 


48.6 

10.1 


58.7 


95.3 

8.5 


103.8 


—45.1 


45.5 

11.2 


56.7 


44.7 

10.0 


54.7 


+2.0 


9. Excess ( + ) or deficit ( — ) 

chases “of current output must I)e“ dhinna^d.^C^e^Klingly, a 

deduction must he made from the income side of the account for income 

not derived from current production. A detail of the exi)enditure ad- 
justments IS shown here. 

(/) Gross and net national product. The expenditure side of the 
accounts is summarized below. The adjustment for noncash e.xi>endi- 
tures and for transfers to the public and abroad is deducted to obtain 
the gross national production of goods and sen-ices. The gross national 
product contains an element of duplication, however. Replacement costs 

i, rlMdei“- as depreciation they arc also 

ffovertmelt R goods and services paid by the consumer or 

LXaH^ • an allowance for depreciation and depiction. 

as shown h^re "'" " 


Long-Range Objectit'es for the American 

Economy (1948) 

(i) Our Ability to Grow 

U..1 overcome the inflaUon of today, we cannot safely 

gleet the problems of tomorrow. No great nation lives for the mo- 
^ restraining the excessive demand which is now apparent, 


" pSfimina% 

1948, ^**’°*^ President Transmitted to the Congress, Jan. 
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ADJUSTMENT 

Reconciliation between Government Cash Expenditures and Expenditures 

for Goods and Scr\*iccs 
{Bill ions of dollars) 

I /9J9 

). Cash expenditures — federal, state, and local 
Less : 

2. Transfer payments— 

•J. To individuals 

•f. To business 

5. Abroad 

6. Benefit i>aynicnts national sendee and 

government life insurance 

7. Refunds to individuals 
Plus: 

8. Noncash expenditures for goods and 

services : 

9. Net accrued discount on United States 

securities 

10. Government contributions to retire- 

ment funds .2 

11. Interest on trust-fund investments 

12. Federal employees contributions to 

retirement funds ] 

13. Expenditures for goods and services 16.0 

I'tNR 1 : See section (d) above. 

LINE 3: Includes veterans' pensions and training and readjustment allowances, 
scrviccmcirs allowances to dependents and mustcring-out pay, cash terminal leave 
pay, public assistance, unemployment compensation, old-age and sur\*ivors* insur- 
ance, etc. 1 hese payments constitute a transfer of purchasing power from the 
governmental units to individuals, and consequently should not ap|)car in the gross 
national product. 

i.iNR 4: See “Business Account,’* line 7, 

LINK 5: Includes loans to foreign govenunents, subscriptions to international 
organizations, reimbursable Icnd-lcase, etc. Since this expenditure has not been in- 
cluded in the incoinc of any domestic group, no deduction from income needs to 
be made for this item. However, it must be deducted from expenditures. 

LIKES 8-12: These noncash expenditures are considered part of the gross na- 
tional product and must be added to cash payments. 

we must not cripple tlte market for an expanding output of American 
industry and agriculture. Our whole history shows that unless we go 
forward we shall slip backward. Our economy should be stable, hut 
nonetheless it must continue to grow. 

We cannot set aside long-range considerations while we deal with 

Detail may not add to total due to rounding. 

’’ Preliminary. 
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reconciliation between the gross and net 

NATIONAL PRODUCT 
(Billions of dollars) 


1939 


1. Expenditures : 

2. ^nsumcr (purchases of goods and sendees) 
business (private domestic capital forma- 

tion) 

Net exports 

^cash payments to the public) 

7. Less: Adjustments 
o. pjuals : Gross national product 
y. Uss : Depreciation and depletion 
to. Equals : Net national product 


3. 

A. 

5. 

6. 


617 

9.9 

.8 

18.5 


1944 


98.5 

5.9 

— 1.8 

103.8 


90.9 

2.5 

88.6 

6.9 

81.7 


204.4 
6.8 

197.6 

9.1 

188.5 


1946'’ 


127 

27 

5 

5 ^ 

214 

20 

194 

9 

185 


line 7 : See section (c) above 

Li'Jp w •-“ ' ‘o current expense 

Ky .he -hS cxdu3:s''ho;ir 

and business taxes, * ^ * ^l**prcciation and depiction 

long.;;” “ono^Tg™;';;;. "■ 

stat7orourec “ summary device to depict the present 

stale of our economy. In the table following, it is used to show the 

with the figures adjusted to allow for price changes. 

our >"iP>-essed by the fact that, within eight years 

or Di^^l '' Tr^ T maximum employmeut 

eco^^om- J relentless pressure of the war speeded up certain 

virtio fi American people hold a profound con- 

’!• production record furnishes a significant 

d^nstration of what we can do with maximum employment and 
effective economic policies. 


“ rounding. 
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THK nation’s economic BUDGET IN CONSTANT DOLLARS 

(Calendar years 19S9 1947) 


1 

BiUioHS of dollars, firsi half of 1947 prices ^ 

^cr- 


Calctidar year 1999 

Calendar year 

1947’^ 

cent 



1 

1 



4 

/n- 



1 

Excessi 


£jr- 

Excess 

creasc 


/?r. 

pcfui^ 

(+) or\ 

Re- i 

bend^ 

( + ) or 



ceipts 

iturcs 

deficit 

ceipts 

itures 

deficit 

47 


1 


(-) 



<-) 


Consumers : 


i 

1 


171.0 



52 

48 

151 

Disposable income 
Expenditures 

Saving ( + ) 

112.5 

108.2 

1 

1 

+4.3: 

160.2 

+10.8 

Business : 


j 

I 





Undistributed profits 

U.l 

1 

1 

4 

17.1 



31 

and reserves 

Gross private domestic 

1 

1 


1 





investment : 

New construction 
Producers durable 
e<iuipmctit 

Net cliangc in in* 

4 


7.4 

6.4 

.6 

1 


1 

10.2 

17.3 

2.1 


, 38 

170 

250 

vcntoncs 




1 

Total 


14.4 



"2^ 


106 

Excess of re* 








ceipts ( + ) or 


1 


, 



4 

investment 

(-) 



-1.3 


1 

-12.5 

862 

International : 






T 


Net foreign invest- 
ment 


1.3 



8.4 


546 

Excess of receipts 








(-I-) or invest- 
ment ( — ) 



-13 



-8.4 

546 

Government (Federal, 








State, and local) : 

Cash receipts from the 
public 

27.0 



59.4 



1 

119 

Cash payments to the 
public 


31.7 



53.6 


69 

Excess of receipts 







1 

( + ) or payments 
(-) 



-4.7 



+5.8 

1 

\ 

Adjustments to arrive at 
gross national product 

-5.1 

—8.1 

+3.0 

-21.2 

-25.5 

+4.3 


Total gross national 
product 

147.5 

I47.S 

0 

226.3 

226.3 

0 

53 


*• Estimates based on incomplete data. 
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and >>een made I>v private 

xLf f ^ ^ ^ niaximum levels of economic activity 

of tecrno'r-^^r P^fect and that onr know- 

^dge of technological trends and economic relationships is still limited 

tirther improvements m these measurements are needed. But even now 

i's,;;'. s'i”-;-* 

Ten y^rs from now, if we maintain maximum employment we 

g^owthT a'so'aU I>opulation 

g^o^\th It also allows for withdrawal from the labor force of some 

Output per man-hour for our economy as a whole has increased hv 
approximately 2 per cent annually in recent decades The war broufrht 
many technological advances which have not yet been adopted fiiMv^v 

percent annual''-' "7" conserA-ative estimaie of 

2 per cent annual increase m productivity, and allowing for population 

of P^'l^'ction ten years hence would mean an increase 

?veekr h ^ 7 S:oods and services if average 

unchanged. This would mean per capha 
disposable income about 80 per cent above the level of 1937 and 27 per 
cent above the level of 1947 in terms of constant dollars. Some mrt^ 

leisurT' increased 

VVe have within our reach an economic environment that would make 

to ^ undernourished or ill-housed, 

to work in obsolete plants and shops, or to lack essential medical care 

r« inTr to go without adequate 

Hvt liard work. Attainment of these economic objec- 

tives w'ould afford ever-increasing oppportunities for individual initiative 
and greatly strengthen the cherished free institutions of American life 
But these gams will not come by accident. They would not be regis- 
tered in an economy characterized by a period of idle or wasteil re- 
sources after any period when for a few years we attain full utilization 
ol our plant and labor force, or in an economy running at only three- 
quarter capacity even in “fairly good times.*’ The attainment of our 
objectives will depend upon the best efforts of industry, agriculture 
and labor, w'orkmg with sympathetic understanding of one another’s 
problems and of the common good. It will depend on a clear apprecia- 
tJon of maladjustments in the relationships among production prices 
and purchasing pow'cr ; it will depend upon the willingness of all con- 
cerned to make necessary adjustments, and upon vigorous and fonvard- 
looking government. 
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{2) Development of Naltnal Resources and Capital Epuipment 
In the perspective of balanced economic expansion for the future, 
our first attention should he concentrated upon our productive resources, 
developed and potential, and the ways in which these resources are 
utilized. Since llie beginning of the war, we have been forced to forego 
at many (xiints development of our basic natural resources and the 
essential maintenance and improvement of our capital facilities. 

Improvement of the country's natural resources and its capital 
equipment is a co-operative effort. Private groups and individuals, state 
and local governments, as well as the federal government, are challenged 
by the task. .\n expamling liase of natural resources and capital equip- 
ment is necessary for the realization of increasing production and a rising 
standard of living. 


[ Natural Resources ] 

(«) Laud. To meet the needs of a |X)puIation of perhaps 175 to 185 
million persons by 1975 living in an economic environment of sustaitied 
maximum employment and ])roduction with a considerable volume of 
agricultural exports, would require an increase of about 30 jxir cent in 
agricultural production. It would also require a substantial shift in the 
pattern of agricuUtiral land use to meet changes in demand. 

The yield of present cropland can be cnlargetl by itnprovemcnts in 
])lant breeding, increased use of machinery, supplemental irrigation, 
increased use of fertilizers, and more efficient marketing. To some ex- 
tent. we can also increa.>e production by adding to cropland through 
drainage, clearing, and irrigation. 

Erosion of top soil and depletion of soil fertility are becoming more 
and more serious. About 60 million acres now cultivated should be used 
for grass and trees. Despite significant progress in soil conservation in 
recent years, half the nation’s cropland and pasture still needs to be put 
under improved soil-management practices as rapidly as possible. Ex- 
panded research, education, and demonstration programs are required. 
We need a nation-wide program for increased application of fertilizers 
to dcplete<i soils. 

About half our acreage of farm pastures and range land has been im- 
paired seriously by overgrazing, fires, and other abuses. Large tracts of 
land which should lx; ranges have been plowed for wheat. Higher levels 
of meat consumption can be met only if individual farmers and stock- 
men who own two-thirds of the country’s range-land adopt better grazing 
jiracticcs. The 300 million acres of western grazing land controlled by 
the federal government, much of it organized in grazing districts, is 
being improved, but a large part of it requires further rehabilitation. 
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(b) Water. IJound up as they are with land uses, water resources 
should be dcvelo|)cd and controlled as an integral part of a l)roadcr 
national and regional resources-dev’clopinent program. E.vjianding jjro- 
grams are needed to prevent floods, provide for navigation, furnish 
urgently needed power, jiroinote recreation, control pollution, conserve 
fish and wildlife, and maintain and improve underground and surface 
water supplies needed for agriculture and other uses. 

An impressive example of the interrelated nature of water and land 
resources is provided by large multiple purpose dams and acconijtanying 
watershed programs. Such integrated programs should be stepped up, as 
soon as economic conditions permit, in a number of our larger river 
basins. 

(c) Forests. The estimated 461 million acres of private and public 
commercial forest land in the country ultimately will grow all the timber 
products we arc likely to need, provided they are well managed. The 
problem is most acute in saw timber. Our present saw-timber stand is 
less tlian half that in 1909, and is poorly distributed and deteriorating 
in quality and size. Ik-tter forest practices would provide the greatest 
assurance of ade<(uatc supplies for the future. Achievement of iK'ller 
practices may be furthered by strengthening and expanding technical 
and other assistance to private forest landowners, including farmers. 
In addition, inultipurimse development of the national forests atul other 
federal forest lanil should be pushed to help meet national needs. 

{(I) Minerals. Ample supplies of all essential minerals are vital to 
an expanding economy and for the nation’s security. Those minerals 
with which we are well endowed, such as coal ami ])hosphates, shoukl 
be mined and utilized efficiently. Those minerals for which we depend 
on foreign sources, such as tin, antimony, chromite, and strategic mica, 
will continue to require stockpiling and intensive search for substitutes 
and alternative sources of supply. Finally, those minerals for which we 
depend partially on foreign sources, such as zinc, lead, copper and, 
increasingly, high-grade iron one, call for policies which emphasize 
stepping up the rate of <liscovery, improving mining methods, and de- 
veloping commercial processes for the utilization of low-grade ores. For 
petroleum, new techniques and sources of supply from coal, natural 
gas, and oil shale will have to be increasingly relied upon to prevent the 
reserve situation from deteriorating and to meet the rapidly growing 
demand. 

(e) Regional development. Some large regions in the country pos- 
sess the basic raw materials, population, and locational advantages to 
support a much higher standard of living, but arc below the national 
average in material well-being. They require large-scale dcvelopincnta 
efforts both for their own benefit and to contribute in larger measure to 
the national welfare. The objective should be to narrow such differentials 

9 
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■" I«rtiouhrly 

in,h, “griciltural ...cthods and land uses, further 

Intis! an, I lifting education and health 

In recent years, large ,,arls of the West have been growing, in terms 

avemeet'ltl "> of national 

lint 'the.' 7 "'c-igcrly eqn,,)pe<l with capital and population 

that thc> may accurately he tenncd underdeveloped. Programs for the 

he ctminned " '"'J ■‘'“‘■I'l 

1 he Territory of .Alaska furnishes a special case. Because of its re- 
sources and Its strategic location as our last northwest frontier, a con- 
cer ed aiul exp,anded effort on the part of public and private agencies 

irraiuired ' 'Icvclopment of Alaska 

hhoe^?'""’’'!, ''■■'■'■'''''"'7,’', "degrated programs of business, 

labor, agriculture, and all levels of government. The Council of Eco- 
nomic Advisers, in co-or>eration with other agencies of the government, 
IS studying this problem. 

[ Business Plant and Equipment ] 

(a) Prodiicftz'f cafxicily. A growing economy requires balanced ex- 
pansion of our capacity to turn out consumer goods and crude and semi- 
iinishcd iDiitcridls and ccjuipnicnt. 

For tlic greater ,«rt of the last two decades, business expansion has 
been irregular. In the worst depression years of the 30s, outlays were 
msufficient even for normal replacement. The table below, which covers 
producers durable equipment, shows how the rate of expansion varied 
trom decade to decade before the war. 

f 1 f ’”'^iness investment came with the defense program 
of U40-41. But during the war, though certain critical facilities' were 
expanded, we had to curtail many lines of civilian goods and expansion 
of all facilities not contributing to war production. After fifteen years of 
depression and wartime restriction, productive capacity was highly un- 
balanced and generally inadequate to meet the peacetime demand The 
high rate of investment in new equipment during the past two years 
reflects m part the eflforts of producers to make up the deficiencies. 

In some industries, present capacity apjicars adequate for the near 
future In others, such as electric power and petroleum refining, expan- 
sion of car»city ,s substantial and is likely to continue for a considerable 
period until a better balance lietween demands and capacity has been 
reached. In a few industries, net capacity expansion during 1947 was 
less than that required annually to sustain maximum production and 
employment. 
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GROSS AND xNET OUTLAYS FOR PRODUCERS* DURABLE EgUlPMENT 

(By decades. 1869-1938)^ 


j Billions of dollars, I Pvrccttfagi* of gross uadouat 
ax'cragc annual rote product 

Decade \ 



' Gross 

1 outlays 1 

Jicplacc^ [ 
ment | 

Net 

expansion 

( Cross 
outlays 

iKeplace^ 

' uient 

i 

Xcl 

expansion 

1869-78 

0.48 1 

0.27 

0.20 

4.6 

» 

2.7 

1.9 

1879-88 

1.03 1 

.58 

.45 

5.3 

3.0 

2.3 

1889-98 

1.42 

1.03 

.40 

5.3 

3.8 

1.5 

1899-1908 

2.58 

1.54 

1.04 

62 

3.7 

2.5 

1909-18 

. 3.88 

2.52 

1.36 

7.0 

4.5 

2.4 

1919-28 

; 5.48 

3.88 

1.60 

7.0 

5.0 

2.1) 

1929-38 

1 4.77 

k 

4.47 

.30 

5.9 

5.5 

.4 


The best available studies indicate that to attain the levels of em- 
ployment and output we hope to reach, we shall need sulistantial in- 
creases in the output of such basic commodities as steel, petroleum 
I)roducts, coke, and electricity. For these industries, the needed increases 
during the next ten years range from 20 to 50 jwr cent. Though such 
studies make no claim to precision, the only reasonable expectation is 
that continued high-level production will require large increases of 
cajMteity in the industries mentioned and in many others. 

Chart 12*^ gives the historical perspective of c.\i)ansion of capacity 
relative to output in several important industries. The tightne.ss of present 
cajacity is apiarent. Potential stringencies are even greater than might 
appear from the chart. For example, if either freight cars or steel were 
more plentiful, demand for many other commodities would increase, 
disclosing further deficiencies in capacity. In fact, there are some indus- 
tries where present capacity is inadequate for current output, providing 
less elbow room than management considers desirable for continuously 
efficient operation, satisfactory servicing of the market, and emergencies. 
Dc{x;ndable reserve capacity of electric power generating facilities, for 
example, is normally at least 1 5 jier cent of peak load for any system. 
Near the end of 1947, it dropped to below 1 per cent for the United 
States as a whole; in most areas no reserve capacity was available and 
in some areas acute shortages exist. 

The needed capacities for various industries are related. There is no 
point in having caiiacity to make more automobiles unless we have ca- 
pacity to supply steel and other materials. The output of steel is limited 
by supplies of coke, scrap, steel furnace capacity, blast furnace capacity, 
finishing capacity, and rail transportation. 

"From Simon Kuznets: Notional ProdtKt Since 1869 (National Bureau of 
Economic Research, New York, 1946). 

** Omitted. 



130 


ECONOMIC PLANNING 


Tlie satnc principle applies to the development of raw-matcrial-pro- 
ducint;; and raw-niaterial-consuming industries. There is a serious ques- 
tion. in |)articular, whether our caj^acity to produce fuels and energy is 
l>eing expaiule<l fast enough to meet the fuel and energy demands indi- 
cated by ex])ansion in other lines. 

If the whole level of output is to rise steadily and rapidly with 
mininuini waste of capacity, the balancing of expansion in different 
industries calls for considerably more thorough study than it has been 
given in the past. 

(/>) Modcriiicafiofi of facilities. The amount of business capital re- 
(|uircd is only j'artly meastired in terms of scaling up capacity to meet 
enlarged demands. As the table alx)ve indicates, a large and increasing 
share of outlays for business equipment is devoted to replacement. The 
rate at which this renewal and improvement proceeds is set not so much 
by physical wear and tear as by the profitability of setting up facilities 
of new types, or for new kinds of products, or at new locations. Indus- 
trial equipment and structures are often obsolete long before they are 
worn out. 

In deciding ujion replacement, business has not felt it could afford 
to substitute new types of c<iuipment for old as rapidly as the pace of 
technological advance would make possible. This lag was accentuated 
during the war. As its close the progress of industrial an<l business 
technology had accumulated a rescr\'oir of potentially profitable op- 
portunities for moilernization. If still more rapid technical advances arc 
made and if prospective production economies justify the costs of ac- 
celerated modernization, both business investment and the rate of in- 
crease of productivity will exceed past rates. 

(r> Proffratus and resf>onsibilities. In a period of far-reaching eco- 
nomic change, an adequate investment program of expansion and mod- 
ernization taxes the vision anil initiative of business management. This 
is especially true of the long-range planning of business expansion in a 
manner which preserves proper relationships among the productive ca- 
pacities of various industries. 

In a free enterprise system, business investment rests on profit ex- 
pectations. which in turn reflect the outlook for consumer spending, costs 
of production and investment, availability of improved techniques, avail- 
ability of funds, and the degree of uncertainty and risk involved in 
gauging these and other factors. The investment “program” is essentially 
the sum of a great many private programs — privately planned, financed, 
and executed. Government investment and operation, in special cases 
such as hydroelectric power and atomic energy development, clearly 
serve the public interest. More generally, the government can help to 
develop a favorable climate which will encourage business to adopt 
adequate investment programs. 
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As the task of making up obvious war-accumulated deficiencies in 
productive capacity is completed, and as inflation is reduced, increasing 
attention will have to be given to fostering favorable conditions for bal- 
anced expansion and for aggressive development of new fields of in- 
vestment. The most essential condition is continued acceptance and 
determined implementation of the national policy laid down in the Em 
ployment Act of 1946. A policy of sustained maximum production 
requires that the actions of business, labor, and government be based on 
broad agreement as to our overall economic goals and on a reasonable 
degree of assurance that appropriate action will be taken to achieve 

them.. . 

(3) Development of Institutions and Practices for a High- 

Production Economy 

Preceding sections have discussed the means by which our natural 
resources, our capital equipment, and our human resources may be de- 
veloped to sup|>ort a maximum level of well-being. But the ability to 
produce will not alone assure economic stability and growth. Recurrent 
periods of recession or depression have led to the realization that maxi- 
mum resource utilization depends upon many adjustments within our 
complex economy. It is necessary for us to apply systematic fot^vard 
thinking to the shaping of our economic institutions and the practices 
of the men and women whose behavior determines how those institutions 

will in fact oijcrate. ... ... 

The problem of progressively improving these institutions, policies, 

and practices so as to attain balanced growth of the economy divides 
naturally into four main parts : first, in the industrial area we need pricc- 
wage-profit policies which maintain balance between the output of in- 
dustry and the ability of consumers to buy that output. Second, m the 
agricultural area, we need balance between city and farm income and 
litween farm and industrial prices. Third, the fiscal policies of the 
government . such as taxation and debt management, need to be so con- 
trived as to afford maximum incentives to production and to improve 
the balance within the economic system generally. And fourth, wc must 
strike a wise balance between our internal economic activities and our 

international trade. 


-The followine sections, which relate to transportation highways, air trans- 
. i- ..rhan r^fieveloomcnt housing, development of human resources and 
itrze an^cSsL^^ the labor force, education for the mt^ern 
jiroclocliv health and productivity, security and prc^uclivily. old-age 

llSy'puhMc assistance, freedom from discriinmation. and fiscal aspects of bcn<?Iit 

programs) « are omitted here* 
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[ Iiulnsti ial Pricc-Wagc-Pi-ofit Policies ] 

I ho national i)uri)Ose of nmxiimmi eniplovmcnt, production and 
purcliasniir jHnvor oimnciatc<l in the Eniploy.ncnt Act of 1946 inchides 
a tkclaration -to lo>tcr and promote free coini>etitive enterprise and the 
general welfare. Discussion of industrial price-wage-profit policies may 
therefore (juite properly hegm with the problem of maintaining a truly 
competitive .system of free enterprise. 

(n) Moivtcuanc- of con,f>ctillou. To operate elTcctivelv without a 
higdi degree of government intervention, a free enterprise ecimomy must 
adjust Itself to changing conditions through appropriate movements of 
prices, costs, and production. In a very vital wav this depends on the 
maintenance of fair competitive rivalry among husines.s enterprises. 
I Ins IS recogm/ed in the long-standing policy cmliodied in the anti-trust 
laws, the central jnirixise of which is to prevent inotiopolistic control of 
markets, and. in the words of the author of the Sherman Act. to gain 

for the people the advantage of -the natural competition of increasing 
production.” ** 


Unrcgulatc<l private monojxily tends to undermine in<lependcnt cn- 
tcrprisc.s atid to create exaggerated extremes of wealth and jKiwcr within 
the country. Strong mono|>oly elements arc likely to retard seriously 
the cost-price-output adjustments necessary to economic stability with 
full employment. For these reasons, as well as for the other 'counts 
against unregulated inoiio|x)ly. there must he a strong and continuing 
pressure hy the government to keep alive the competitive characteristics 
of the business system. If this were not to be done, wc should have to 
look fonvard. first, to a great increase of private mono|)olistic control of 
American Imsiness. and thereafter, since this would l>e intolerable, to a 
gre.it increase in the public rcgidation of business activity, if tiot actual 
public operation in some fields. 


In cotisiilering tlie character of competition in the ftiturc, it is im- 
possible to ignore the tremendous changes which have occurred in the 
organization of business control over the past 50 or 60 years. From a 
situation in which industry was typically organized on a small scale 
basis, we have arrived at a situation in which there exist corporations 
size. In many industries one, two, three, or four companies 
control a major fr.action of production. In many areas of industry, mod- 
ern technology requires that firms be of a very considerable size. The 
best opinion is, however, that the largest enterprises in manv industries 
are larger than is necessary to secure the benefits of technical efficiency. 


In the future amendment and enforcement of the anti-trust laws, the 
principle should he followed of checking the further excessive concentra- 
tk)u of industrial control and, by protecting the position of smaller 
competing enterprises, of reversing the past trend toward concentration. 
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Much of the adaptaljility of the Anicrican ccotiotiiy stems from the 
initiative and enterprise which give rise to small l)usine>> concerns 
througliout the nation. They should have the opportunity to de\ elop and 
prosj>er. The existence of the anti-trust laws, although not a sufticient 
basis for a healthy development of new enterprises, is an essential coii- 
dition. Beyond this, we must insure that no artificial barriers to their 
growth exist either through the tax laws or otherwise, and in particular 
that credit suited and adequate to their needs is made available. 

The present degree of concentration of economic jiower and the 
existence of other monoixilistic elements pose very grave problems. It 
was in recognition of this fact that the Temporary National Iiconomic 
Committee was set up in 1938 to engage in a far-reaching iiupiiry into 
business organization and practice. The central problems have not been 
altered by economic changes in the intervening years ami it is impor- 
tant that in the light of the findings of the TNCC wc move forward to a 
clear enunciation of public jiolicy and a program of public action. 

(b) The problem of price policies. The effect uiion prices of cor- 
porate bigness and collusive monopolistic practices is only one as^x'd 
of a much wider pricitig problem. Many a business manager fears that 
the use of price reductions to expand his share of the market will merely 
results in retaliatory price changes by other firms. Business therefore has 
sought, as far as posible. to place the comiietition for markets which 
it must meet upon some other basis than price com|)etition. The pricing 
system is thereby deprived of much of the elasticity needeil to adjust 

relative changes in cost and demand. 

Moreover, in the effort to realize profits through the ups and downs 
of business, prices and profit margins arc geared to the expectation that 
full use of capacity is not a normal situation. This means that, in periods 
of high production, pricing policies and practices arc followed that pro- 
duce a level of profits designed to protect the individual company during 
future declines in business activity rather than to contribute to the pre- 
vention of such declines. Such policies are not conducive to the continued 
health of the business community because they act on the assumfition 


that it will not continue. 

The price meclianism mav serve either to promote or to prevent a 
safe balance among prices, wages, and profits. The greater the success of 
our free enterprise system in maintaining this balance, the less need 
there will l>c for direct governmental intervention in the economic system. 
This imposes a heavy responsibility uixm those business managers whose 
decisions importantly affect the levels of prices, wages, and profits. 
Management must recognize that sustained maximum production re- 
quires that gains in productivity l>e passed on through lower prices and 
better wages to the fullest extent consistent with adequate incentives to 

business enterprise. 
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J lie collective hargaininjr process lo cleterniine wages also plays a 
A-it.'il part in the (ieterniination and maintenance of liealthy i)rice-wage* 
protit ]Hjlicies. It cannot tnlJill its function if it is used merely as a test 
ol tlie sheer force which one parly or the other can exert in the pursuit 
of iinincdiate selt-interost. Collective bargaining must he based ui)on a 
lieiter nnderstaiuling oi the long-range interests of management and 
labor in the c<»ntext of the interests of the whole -economy. 

I he greatest opportunity for bringing about ecttnomic betterment 
lies in achieving and maintaining a proper balance among prices, wages, 
and profits. One of ilie purjioses of the Employment Act is to provide 
a new climate for pricing (nilicies. The act contemplates that the cotn- 
bmed resources ofNlnisiness. labor, agriculture, and the government will 
Ik- Used to d.. away with business fluctuations of the violence known in 
the past. lo determine what price and wage policies and practices are 

apprt>priatc to this olijectivc, a re-cxaniination of the problem is neces- 
sar\-. 

1 bereforo, I liavc instructed the Council of Economic Advisers to 
contmne its work on tliis problem with the assistance of representatives 
of all groups concerned. Tlic results of such a stmly should contrihute 
to the <Ievelopmcnt of sound legislative proposals. Rut its most iiniior- 
lant outcome should lie a wider and deeper understanding on the part 
of the gfwcrnnient. business, labor, and consnmer grottps as to the price, 
wage, and production iK>hcics and practices wliich will contribute most 
ftdiy to the maitUenance of high levels of consumpti«>n and investment. 

(r) ami income <ii.^lrihiil{oii. During the post-war period, 

cnir economic balance has thus far been maintained in tlic sense that "C 
are >tiM operating at maxiniuni levels of employment and very high levels 
of pnHluction. Ihit the situation is precarious to the extent that the 
b;ilanec cannot l>c maintained indefinitely withmit changes in the cur- 
rent patlerti of economic relationships. 

The N’.iiion’s Economic Mudget. in constant dollars, for 1939 and 
1947 (See table, p. 124) indicates changes in the relationships of the 
major com|xmcnts of the economy. At the present time, an unusually 
large pro|H>rtion of the market <lcinand for goods and services results 
from business investments, net exports, and government outlays. These 
have attained a level relatively higher than consumer expenditures, com- 
pared with the pre-war period. In terms of 1947 prices, annual expendi- 
tures for producers’ durable equipment have increased by 170 per cent, 
while annual consumers’ expenditures have increased by only 48 per 
cent above the pre-war level. 

We cannot regard the relationship between capital formation and 
consumption either in 1939 or in 1947 as a model for the future. Do- 
mestic capital fonnation in 1939 was not sufficient. On the other hand, 
we are now in the stage where the improvement and modernization of 
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our national productive plant lias a high prioritv claim on our rc'Ources. 
Nonetheless, after the most urgent deficiencies in our national plant 
have been overcome, and the extraor<linarv export suri)lus has lua ii re- 
duced, a very substantial increase, both absolute and relative, in iiuli- 
vidtial consumption ^ivill be possible and necessary. Without tins sub- 
stantial increase in the general standard of living, we would not he able 
to sustain an expanding economy of full resource utilization. 

The increases in consumer incomes and expenditures which ha\e 
taken place over the last decade are the result not onlv of the general 
increase in national income, hut also of significant changes in income 
distribution. Earlier in this Report, estimates are presented which show 
the trend toward lietter distribution of family incomes. This trend needs 
to lie continued if ready and constant markets are to be available for a 
potential increase of 35 per cent in total output of goods and services 
within a decade. The trend should be continued also because there are 
still millions of families whose incomes are too low to provide a decent 
standard of living. A substantial part of our increasing productivity 
should lx: devoted to the betterment of these families. 

An increase in full-time employment and in the numlicr of employed 
persoii-s per family were important elements contributing to creating 
equality of income during the past decade. But with maximum employ- 
ment now virtually achieved, further increase in these factors can no 
longer be expected. Already, recent trends in the real incomes of indi- 
viduals and familic.s indicate that we are losing some of the gains 
registered before price inflation gained momentum in the midtile of 
194<3. This price inflation presents in a new and aggravated form tlic old 
and unsolved problem of assuring continuous maximum production by 
maintaining the maximum real purchasing power which must go with 
it without relying too long upon the depletion of .savings, extiaordinary 
use of credit, and an abnormal export surplus. 

Our central problem is to make gradual readjustments so that the 
conditions for permanent stability are reached without generating a 
recession of employment and business activit)' in the process. 

[ Agricultural and Food Policies ] 

(a) The new farm problem. For two full decades after W'orld War I 

congressional and executive policy was dominated by "surpluses” and 
low prices for fanii products. The trends in our economy since the start 
of World War II Iwve changed basic conditions so markedly that the 
farm problem of today is not to dispose of surpluses but to get enough 
production to prevent inflated prices. 

If we succeed in our efforts to maintain industrial stability, we mh 
look forward to many years of large markets and agricultural prosperity. 
Farmers have a large stake in this endeavor. The farm problem today 
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atul in ilic forcsccal»le future should be stated in terms of a maNiinum 
production economy. Farm policies should aim at contimhuj^ expan- 
sion. 

To achieve siahilized farm prosperity, there will nee<l to he changes 
in the traditional patterns of farm production. Increased cfticicncy will 
he recjiiircd to enlarge the total production of a farming indu.stry which 
cannot he materially increased in acreage. The <lepletion of our soil re- 
sources during the war years calls urgently for the e.xtension of con- 
servation programs. 

(h) S eeded h'-i'els of jaem f'rodnelioii. The greatlv increased de- 
mand for food on the part «)f our civilian popidation was a remarkable 
feature of our wartime ecotuuny. This profound change in eating habits, 
founded upon higher and better-distrilnited iiationai income, has con- 
tinued sittce \ J-day. In 1947. per cai)ila food consumption was al)out 
17 per cent above the 1935-39 average. .Xmong the itetns increasing 
iiKire than the average were chickens and turkeys, 33 per cent; eggs. 28 
per cent: meats. 24 per cent: and fluid milk and cream, 18 per cent. 

In view of the growing population and expanding income, we should 
seek within a decade to raise agricultural production about 10 i)er cent 
al>ovc fircscnt levels. This would mean that crop production would be 
about 25 per cent, and livestock production nearly 50 per cent, above 
pre-war levels. 

(f) Itierensiui/ fanii produeth'ity. Achievement of the high objec- 
li\'es set for agriculture will require efficient use of resources. 'Phis means 
increasing emphasis ui>on research and education to improve technology. 
Tt will necessitate an increased capital investment per worker, to raise 
the individuars productivity alKtut 50 ])cr cent above the pre-war level. 
Tt will also mean using two or three times as much fertilizer as before 
the war. about tlirce times as many tractors on farms, and more of other 
types of machinery and equipment. 

There are still tremendous variations in the efficiency of fann man- 
]iowcr use. Many farms arc well organized. But some 2 or 3. million arc 
too small or have ix>or lan<l or have inadequate buildings and etpup- 
mont. There is need to increase the efficiency of labor on such farms, 
and to help some farmers and farm lalxirers find other, more profitable, 
emplojinent. More adequate educational and financial aids shouUl be 
provided for this purpose. 

(rf) Seeurily for ae/rieiilliirc and the farm market. Both farmers and 
consumers should be protected from the feast-and-famine cycle that the 
vagaries of nature impose from time to time on farm production. Tech- 
nological progress will reduce this problem, but there will be continuing 
need for crop insurance anti for storage programs for staples and mar- 
keting programs for perishables. Orderly marketing and the widest 
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possible* distribution of bumper crops call for educational and service 
work with industry and consumers in inoviii" large supplies. 

Great opportunities exist for further advances in marketing farm 
products through intensified research and through educational atid serv- 
ice programs. From the fanner’s standpoint, marketing improvements 
mean wider outlets and more adequate returns for his product. From the 
consumer’s standiwint they mean l>oth savings in costs of these products 
and better, more adequate, and more conveniently available sni)plies. 

Commodity price supports arc desirable as assurances against sp>ecial 
dislocations which might arise in case of recession. I emphasize, how- 
ever. the need for keeping support levels flexible. I am glad to note the 
effort currently l)eing made by various groups, outside as well as inside 
the government, to nuKlcrnize and improve the parity formula. 

I also realize the stake of many American farmers in maintaining a 
stable and satisfactory foreign market. Our farmers should continue to 
export substantial quantities of wheat, cotton, tobacco, rice, and fruit. 
Though export demands, especially for grain, are now at a high level, 
some of our more difficult long-term problems are in the foreign trade 
field. 

(c) Intcrdc[>cndetice of farm and city. Maintaining an exjxnuling 
demand for farm products depends not only on maximum em[)lovment 
for the whole economy, but also uiKin raising the incomes and living 
standards of those portions of the urban fiopulation who have suffered 
from excessively low incomes even in times of prosperity. 

So long as 13 per cent of our total families have incomes under 
$1 ,000 a year, and 28 jier cent have incomes under $2,000 a year, the 
dietary standards of these low-income families cannot comport with the 
true meaning of maximum production for agriculture. Studies made in 
1941 indicated that the families and single indivicluals having incomes 
of $2,000 or more — enough to satisfy their fotHl wants fairly liberally 
at the price level then prevailing — Iwught 60 per cent more fruit, 25 
per cent more vegetables and meats and milk, and 10 jx'r cent more eggs 
than the average for the population as a whole. This means that mini- 
mum wage and. other jirograms designed to encourage a better income 
balance throughout the wage-earning population should be regarded by 
the farm pojnilation as serving their interests also. The farmer is a 
pritne beneficiary of well-distributed prosperity. 

High and stable levels of food consumption are essential to a pros- 
perous agriculture. When demand is high there is little need for direct 
price supports. Programs to maintain food consumption can go far to 
prevent economic recessions, to maintain good markets for farmers, and 
to safeguard the diets and health of the public. Our agricultural and 
food program should tljerefore give increased emphasis to measures 
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desi"iK'<l to |>rt)tect the <liets of such groups as school children and low- 
income fatnilies. 

J»ist as tlie farmer sells to the city and depctids ui)on urban pros- 
|H‘rity, so also the products of industry arc sold to farmers in larger 
(jiiaiUities when tlierc is farm prosperity. 

1 he relatively low income of farmers before the war was (>rovcrbial. 

Its elUcts .m the demand for industrial products are equally striking. 

I hiN IS shown in the following figures comparing |>er capita net incotne 

from farming of farm [leople witli what they bought, in three significatit 
years ; 


income, ikt capita: 1920—^223; 1035 _$cx); 1947— about 

Farm implement sales: 1929—510 million dollars- 1933 177 

million dollars; 1947— around 850 million dollars. 

Mail-order sales: 1929 — 147 million dollars; 1933—220 million 
dollars ; 1947 — over 1 ,100 niillion dollars. 

Feed and farm supply store sales: 1929—1.119 million dollars; 
1933 — 403 million dollars; 1947— nearly 3 .billion dollars. 

Despite recent gains, the purchasing power of many farmers is low 
compare<l with that of nonfarm people. The average jx-r capita income 
of farm people derived from all sottrees was $779 in 1940, while the in- 
come of nonfarm people was SI. 288. This low average for farm people 
reflects, not low farm prices — prices were high — but the low pro<liictivity 
of manv farmers. 

The more widespread enjoyment of satisfactory incomes in fann 
areas will provide enormous new outlets for industrial products. As 
recently as 1945. only 58 |>cr cent of all rural homes had refrigerators 
or ice boxes; only 46 per cent had electric irons, atul only 28 per cent 
had running water. Since then, the Installation of these conveniences In 
farm homes as given businessmen and wage earners some conception 
of the large stake they have in the maintenance of farm prosperity and 
its extension to an ever-increasing number of farm families. Electrifica- 
tion, particularly, is providing for farmers a vast range of labor-saving 
equipment and living conveniences and is creating an increasing market 
for industrial products. 

Our economy is indivisible. Maximum production and purchasing 
power in the city and on the farm arc Inseparably connnected. As shown 
hy the relative instability and inadequacy of farm income in the past, 
and the itupact of this upon the whole economy, the economic future of 
the country as a whole will require concentration tipon those policies 
which will enable the farm population to share equitably in economic 
growth and in the improvement of living standards. 
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[ Taxation and Debt Management ] 

(a) Taxafion. The first feature of our long-range tax policy must 
be the maintenance of tax re\enue which, excejit in years of depression, 
will balance the federal budget aiul jirovide a substantial surplus for 
debt retirement. 

It is a remarkable feature of the [x>st-war perio<l that there has been 
so little fear of the effects upon the national credit or upon tlie national 
well-being of a public debt ten times as large as the debt u liich a dozen 
years ago was causing much uneasiness in the financial world. But al- 
though we have learned that an enormous public debt is not necessarily 
ruinous to public credit nor destructive of national prosperity, we should 
never forget that within it is a sleeping danger. If less propitious condi- 
tions arise within the economy, the public debt may indeed be found a 
serious burden upon the process of readjustment. Every consideration 
of prudence with respect to future problems of the national economy and 
of the national credit in critical circumstances requires a firm and sus- 
tained policy of reducing the public debt. 

The second requirement of our long-range tax ]x>\icy is that the lax 
rates and the character of the taxes be such as to help sustain prosperity. 
This cannot be done by a tax structure that remains the .same regardless 
of changing economic circumstances. Lowering particular taxes on busi- 
ness may at one time be needed as a means of stimulating business ex- 
penditures when they are inclined to lag, but maintaining or advancing 
taxes at another time may l>e needed as a means of checking over- 
expansion or over-capitalization. These adaptations can l>c made with- 
out the injection of uncertainties into businessmen’s calculations greater 
than those they are already accustomed to deal with. Similarly, the 
abatement of taxes on consumers or certain classes of consumers may 
at one time be important as a means of supporting their purchasing 
power, whereas at another time the maintenance or increase of taxes may 
be the most effective means of damping an inflationary tendency. 

There is an obvious conflict Iietween the desire of consumers to have 
taxes upon their incomes reduced and the desire of business to lie re- 
lieved of taxes which figure in operating costs or which lessen the funds 
that they liave for re-investment and business expansion or that large 
income receivers have available to invest as equity capital. This conflict 
of private interests must, in the consideration of tax policy, be resolvc<l 
by the Congress through adjustments which will promote the most pros- 
perous and stable economy. There is no fonnula by which the best dis- 
tribution of the tax burden can be determined. However, the lessons of 
wartime and early post-war experience seem to indicate that for the 
sustaining of an economy of maximum production and a market com- 
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incnsiiratc witli this rate of production, more concern will need t<» l>e 
directed <luriii^ the years just ahca<l towards easing the tax h»»rden on 
the consiinier tlian toward accelerating the rate of capital formation. 

( h I Pchls numogcuictil . The vast increase in the public debt has not 
created the dinkulties that many people fearc<l. partly because our na- 
tional <lel)t is owned h\’ our own citizens, and }xirtlv because of the tech- 
nical skill with whicli the debt has been managed jointly by the 1 reasury 
nepartment ajid the Federal I'vcserve System. 

A most important part of our debt -management policy has been the 
program to support the market for govertnnetit securities. Huring the 
war j)erio<l. when it was vitally necessary to maintain a market which 
would absorb vast issues i>f securities at low interest rates, the Federal 
Reserve stabilized the market through its oih'u market operations in htty- 
ing aiul selling short-term government securities at low rates of interest. 
Now that it is no longer tiecessary for the government to increase its 
debt, sliort-term interest rates have Ix'en permitted to rise. A <lecline has 
also been permitted in prices of b<»nds from the premium prices to which 
they had risen as a rcsvdt of market demands in the early post-war 
period. No bonds, however, have been iKjrmilted to fall below par atid 
it is the declared purpose to continue active svrpjxJrt of government 
hoiKls for the purjwsc of maintaining an or<lerly and stable market at 
a low level of long-term interest rates. 

The established policy of sup(K>rting the market for governmcitt se- 
curities makes it j)os.siblc for banks to obtain adtlitional reserves, on the 
basis of which to e.xpand credit, by selling {xirt of their large lioldings of 
securities to the Federal Reserx’c. This |>olicy. therefore, docs not permit 
the b'edcral Reserve to make effective tise of the traditional methixl of 
limiting inllationary movements in the cc«uiomy bv rc<pnring banks to 
borrow in <»rdcr to obtain additional reserves and by raising the <liscount 
rate charged on such borrowings. The resttU of sttch a ixdicy would bean 
increase in general interest rates. If the rate of interest upon other in- 
vcsltnents rose, they would become more attractive than government 
bonds, both to banks and to other investment holders, who would call 


upon the Federal Reserve banks to buy bonds. Any purchases by the 
Reserve System woukl offset the effects of the restrictive discount rate 
policy. 

In the recent congressional hearings there have been j)roposals to 
solve this dilemma by abandoning the support policy and freeing the 
Federal Reserve banks to bring about an anti-inflationary contraction 
of credit by increasing the discount rate, as was done in 1920, No such 
change in policy should be considered. The financi.al world should rest 
easy that the investment market will not be subjected to the demoraliza- 
tion which swept over it in 1920 when the unsupporte<l market for gov- 
ernment bonds fell about 20 per cent below par. 
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Affirmation of a policy of supjjorting the government bond market a. 
a contmmng program of the government requires the use of other and 
less dangerous methods to restrain inflationary hank credit. \ uluntar\ 
but elTectivc restraint by the banks of inflationary bank credit expansion 
may prove adequate to the problem. If it does not. more direct action 
by the Federal Reserve banks will he required. Such actions as mav be 
nmrket" withdrawing support from the government twnd 


[ International Economic Relations J 

The far-reaching effects of World War II ui)on the use of economic 
resources and upon the trade and business relations between nations will 
be felt for many years. The enormous destruction of the phvsical and or- 
ganizational basis of production spread over most of Europe and parts of 
Asia whi e elsewhere many new industries were <lcveloped and old ones 
stimulated. In the reconstruction process many alterations in the iialterns 
of economic organization and trade relations arc taking place. Great 
Britain is engaged in a difficult task of industrial and trade rchahilita- 
lion. while two other former leading industrial nations. Germany and 
Japan, are now thrust into minor roles. 

The relative im,«rtancc of the United States in tl.e world economy 
has been greatly enhanced, partly because some of the older great na- 
t.otts have sufTcred adversity, but primarily because of our owt. increase 
m production. Although other nations fortunately possess most of the 
resources tvhich they need for reconstruction, certain critical resources, 
such as food and machinery, which are needed to revitalize their produc- 
tive energies, can be supplemented only by supplies from the Unite<l 
blatcs aiid other countries of the Western Hemisphere. The program 
which I have asked Congress to authorize in order to assist EuroiK'an 
recovery over the next four years may make the difference between sue- 
cess ann failure of world reconstruction. 

The changing economic position of the other industrial nations is 
of great significance. During the war and its aftermath, many areas that 
formerly looked to these nations for industrial products have become 
intent upon their own industrial development. They cannot secure sup- 
plies sufficient to meet their increased requirements for capital goods 
from their traditional trade sources, and they are beckoning increasingly 
to American machine makers, to American capital, and to American 
skill in management and production. 

A development which we cannot yet evaluate is the growth of the 
policy of state control of foreign trade in many countries. Because of 
critical shortages throughout the world there has been little relaxation 
of the wartime controls over exports, imports, and foreign exchange, and 
the course of action in some countries indicates a purpose to continue 
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these controls. Our e.Niwricncc. however, sliows that the difticultics of 
trade l>etwecn a nation with state ct)nlrol and a natif)ii with free enter- 
|>rise can he sunnoimted and they can l>e cxi)ected to diminish as goods 
heconu* more readily availal)lc in world markets. 

C )tticr developments bound to affect the course of trade arc the occu- 
[xition of Germany and Jaj^n and the emergence of several new inde- 
I)en(lcnt aiul self-governing slates. 

.\gainst this background of new developments we can place the more 
familiar consideration of our own rcijuirements. For some commodities 
we must have foreign markets or undertake a serious task of shifting our 
resources. A substantial part of agricultural and industrial emploN’inciu 
is in production for export. On the other hand, our need for imports, 
especially of raw materials, will increase, notwithstanding our progress 
in the production of substitutes for such materials as natural rubber and 
.silk, two of our most important pre-war imports. The great enlargement 
in national pnnlnction which has been ])ortrayctl in this Report rc<juires 
a corresponding increase in those raw materials which come from abroad 
and in many (»thcr goods and services supplied by foreign countries. The 
heavy drain of war production ujHm our own natural resources must 1)C 
remedied by a conservation policy sup|>orted by heavier im|>orts, and 
the national security must be fortified by stockpiles of strategic materials 
which wc <lo not produce at home. 

hhideterred by the uncertainties arising from new jxditical and eco- 
nomic conditions, this government has been striving consistently to pro- 
mote recovery and reconstruction efforts which wouUl eventually con- 
tribute to mutually profitable and harmonious internatiruial economic 
relations. In addition to relief and reconstruction aid, we have supported 
within the framework of the United Nations a series of international 
organizations, such as the International Bank for Reconstruction and 
Develo|)mcnt, the International Monetary Fund, and the Food and Agri- 
culture Organization, to cope with the different categories of economic 
problems. The vast effort is now well advanced and many of these 
international organizations arc already oi>crating. 

Still in process of creation is the International Trade Orgfanization. 
The draft charter of this organization lays down a code of fair play ip 
the international trade field. Nondiscriminatory and multilateral trade 
unliampere<l by high l>arricrs, is the central aim of the proposed organi- 
zation. 

,\ major step toward this long-range goal is the General Agreement 
on Tariffs and Trade, recently concluded between ourselves and 22 other 
countries. This agreement reduces or eliminates preferences affecting a 
large part of our trade with the British Commonwealth. It provides for 
reductions of many tjiriffs and the maintenance of a low rate or free 
entry on other products. These concessions are protected by provisions 
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designed to prevent participating countries from reaming to ahernative 

means of restriction or discrimination. Like the propnse<i charter of tlie 

International Trade Organization, this agreement will help estal.li-«h 

conditions under whicli world trade can flourish in less tronl.le<I times 

and under which the present reconstruction efl'orts can he carried for- 
W'S r (1 , 

The recovery of foreign production and ahility to export, our own 

iig 1 demand for im|x>ns„ and the international agreements to reduce 

obstacles to trade may be expected to help other countries buv our pr..d- 

ucts m the future without depending upon the exiraordinarv hnancial 

assistance tliat is now required. Nevertheless, it is natural and ticsirahle 

that ^^c maintain some surplus of export in the vears ahead In the 

steady investment abroad of private capital. It is desirable both from 

onr point of view and that of other cmmtries that we. a countr^• rid. in 

capi a . make some of our savings available to areas where capital is 

needed and where properly safeguarde<l private investments can earn a 
good return. 

(4) The Timing of Economic Progratns to Promote Stabiiiza- 

ll07l 

While it is most urgent now that we comhat inflationarv dangers, we 
cannot wait until the tide turns before considering aflirmaiive measures 
hat will he needed in the future. Economic conditions may turn rapidly, 
nit (he formulation, enactment, and initiation of economic, and fiscal 
programs reriuire a considerable amount of time. Prudence demands 
that we look ahcatl and prepare for tomorrow while we act for today. 

In timing the adoption of measures for long-run prosiieriU' wc must 
gi\c careful consideration to the following principles: 

fa) Certain programs related to national security and foreign pol- 
icy, to promotion of urgently needed production, and to protection of 
our natural and human resources against serious economic hazards 
must go ahead even thougli government outlays for foreign or <lome.stic 
programs contribute to tlie necessity of anti-inflationary measures. 

fb) Certain adjustments, such as the increase in minimum wage.s 
and ta.x adjustments, are needed in order to mitigate the hardshij) im- 
jxised on those who are the hardest-hit victims of the inflationarv price 
rise. 

fc) Major parts of the proposed expansion in the social security 
program will he deflationary in the first |)erio<l after inauguration. 
Therefore, there is no reason to postpone the adoption of these urgently 
needed measures. 

(d) Federal, state, and local public works in general should still be 
deferred wherever feasible. Wc need, however, certain initial steps im- 

10 
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nic(liat<-ly to |)rt*[\nrc these measures for future years. For instance, the 
federal ^(vernnient atul state and local {governments should he {iroparinj; 
drawinj^s ami specifications for puhlic-works projects to he undertaken 
when needed. In m\- imdj'et for the fiscal year 1949. I have inchuletl 
appropriation re<|m'>ts am) estimated e.sfX'iuliturcs in amounts suflicient 
for the initial .>.teps of new ]>nhlic works. 

(el Wlieii the inflationary pressure .suhshles. we should six*cd up 
the ()ro{rrams of rcMnirce <leveIopmeni. transportation, and urban reha- 
I>ilitatif»n. and further e.xpand the social security, health, and e«lucation 
pro{» rains. 

Since our lir>t experience with the Employment .\ct is occurritiji 
under conditions that {"ive ]>riority to measures needed to covmteract 
inflation, we are {ji\eji time to consider carefully the measure.^ that will 
aid in meelin{' the threat of unemployment at some time in the fttture. 
Hut we must not fritter away the lime thus ^'ranted us. We must not he 
complacent and helieve that the joh of employment stabilization has 
been solved. .-\ hoom carries in it the seeds of its own destruction. W’e 
must he {irepared to act in time if we want to make {iood our prtmiise 
ami prove to the world as well as ourselves that an economic system of 
free institutions can he made to work stearlilv a.s well as efficiently. 


rhe Rtonoinic Report of the President. 

January, Guides -* 

As we turn from consideration of the facts of our economic situa- 
tion to a j)ro{jratn of action, there arc several broad principles which I 
believe shouhl guide us. These principles shoultl help us to keep clearly 
in miml where we want to go ami how certain roads rather than others 
arc the surest and cptickest wav of getting there. 

I'irst. W’e should remember that the goal we seek is the greatest 
prosperity for the whole country and not the special gain of any jiarli- 
cular group. That is why the Employment Act of 1946 calls upon the 
President to jiresent an economic program aimed at continuous "maxi- 
mum emi>loyment. {iriKluction. and purchasing power.” I firmly believe 
that this goal is attainable. 

Maximum employment for 1949 means that nearly 1 million addi- 
tional job opportunities should l>c provided for the growing labor force. 
Maximum jiroduction means that our increased labor force and modern- 
ized ]ilanl should strive for a 3 to 4 percent increase in total output. 
Maximum purchasing power means that the sum total of market demand 
by government, business, and consumers, domestic and foreign, should 
be pro|x>rtionate to our productive capacity. It must not be more or we 

"The Economic Ref'Ort of Ihc Presidciil to the Congress, January 7, 1949, 
pp. 8-9. 
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shall suffer inHation. It must not he less or wc shall suffer unemployment 
and underutilization of our resources. 

Second. We should think and work with a reasonably long look 
ahead, not keeping our eyes just on the problems of.the moment.*’ Our 
immediate tasks must he placed in the [>erspectivc ot our long-range 
national objectives. While we must deal promptly with the problem of 
inflation, we must not unduly liold hack undertakings that are needed 
to preserve and develop our employment opportunities and our produc- 
tivity in later years. Policies neede<l to develop our resources and to 
prevent depression in the long run must be reconciled with jwlicie.s 
needed to curb inflation in the short run. 

W e must pursue affirmative programs for housing and health, for 
education and resource development. Vet the light against inflation pre- 
vents us from undertaking these long-range programs with the speed 
and on a scale that would otherwise be desirable. In the recommenda- 
tions made in this Economic Report and in the Budget which will be 
transmitted to the Congress in a few days. I have sought to reconcile 
these objectives in a way that strikes the safest balance. 

1 liird. In order to have a yar<lstick for appraising strength and weak- 
nesses in our economy and the adequacy of Government programs, wc 
need concrete objectives for economic growth, and particularly standards 
for a better balance l>etwecn production and consumption, income and 
investment, and prices, profits, and wages which will be conducive to 
sustained economic progress. In the Annual Economic Review of the 
Council of Economic Advisers, transmitted herewith, there is a detailed 
treatment of our growth ixjssibilitics over the next few years. This shows 
how our employment, our output, and our standards of living can rise 
if we encourage and place major reliance upon our free enterprise 
system, conserve and develop our natural and human resources, retain 
our faith in responsible Government, and do not relax our efforts. 

This study by the Council of Economic Advisers shows that action 
is now needed on the long range programs which I set forth in the con- 
cluding section of this Economic Report. 

fourth. W’e are dedicated to the principle that economic stability and 
economic justice are compatible eiuls. The fact that our total purchasing 
power is now at record levels cannot blind us to the equally important 
fact that the incomes of many {)cople have not risen apace with the cost 
of living and that they have become the victims of inflation. A prosperity 
that is to uneven in the distribution of its fruits cannot last. 

fifth. We must fulfil the requirements of our essential programs — 
national defense, international reconstruction, and domestic improve- 
ments and welfare — even if doing so may require the temporary exercise 
of selective controls in our economy. We want the greatest amount of 
economic freedom that is consistent with the security and welfare of the 
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IKopk-; Imu ue do not want to sacrifice that security and welfare l)ecause 
ol narrow and selfish concepts as to the acceptable limits of govern- 
ment action. If we could have the amount of national defense that we 
need, make the contnhution to international reconstruction to which we 
are committed, and at the same time maintain and expand our standards 
ol hviiif* now and in the future wiih.mt any kind of selective controls 
over the economy, that would he most hiRhlv desirable. .-Xiu! it is possi- 
ble lliatwc ma>- not. m fact, lie forced to use such controls. But we would 
rather have these relatively unpleasant restrictions on our freedom of 
action for a while than imperil our security or allow our human and 
inatorinl resources lo deteriorate. 

.Sm7/j. The vijjorous commitment by the Government to ati anti- 
mHation ixdicy shouki not obscure the fact that the Government is (Kiually 
O.mmnted to an anti-depression policy. In fact, enrhinj; inllation is the 
first step toward preventing depression. And in times like the present, 
when the economic situation has mixed elements, the Government needs 
until anti-inl]alionary weajKms and anti-dcflationary weapons so that it 
will he ready for cither contingency. It may even he necessary to employ 
ixith types of measures concurrently in some combination, for some 
prices or incomes could rise too rapidly while others could he falling 
•lau^'erousl)'. The same dictates of prudent policy which call for lusher 
taxes in a pcrio<l of innatioii would call for ta.x adjustments desisfued to 
counteract any serious rccessionarv inovcnicnt. 


Goals and Means of Approaching Them in 1949“* 

BASIC ECONOMIC t)njECTIVES 

The Employment Act of 1946 stated the needs of our economy aclmi- 
rahlv when it set the objectives of "maximum employment, j^roduction, 
and purchasing power.” In terms of these objectives, the immediate 
tasks that loom largest in 1949 may conveniently l»e stated. 

Maximum emf)loymeut 

It is estimated that the labor force will increase by nearly one million 
during 1949. Tliis increase will reflect not only the increase in the popu- 
lation of working age but also the large number of students under the GI 
program who will complete their training and education. The civilian 
employment goal for 1949 should include provision of useful work op- 
portunities for the net increase in the lalxir force. Maximum employ- 
ment means steady work at customary hours, not work sharing. While 

EcoHotuic Report of the Couneit of Economic Adiisors 
Jip. 6o, 40. ' 
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some temporary frictional unemployment is inevitable in a llui<l econ- 
omy, its volume should be kept as near as possible to the present l')\v 
level. 

Aiaximum production 

An increase in the total production of goods an<l services of 3 to 4 
percent, or 8 to 10 billion dollars measured in 1948 prices, should be 
regarded as a reasonable objective for this year. Iti agricuhure, the im- 
provement in plant and the abundance of last year’s feed crops promise 
a continued high total output with an increase in livestock products 
which would somewliat improve consumption standards for our ixople. 
On the industrial side, about 50 billion dollars have been invested in e.x- 
jansion and modernization since the end of the war. Hence the slight 
increase in output per man-lumr which occurred last year should l e en- 
larged upon this year. In spite of these improvements in industrial 
productivity, there will still be several bottlenecks where there are per- 
sistent shortages of capacity for producing electric power and critical 
materials, particularly certain metals. Industry and government should 
press their efforts to overcome these shortages. 

Maximum purchasing power 

The basic concept underlying “maximum purchasing iwwer” is that 
the income generated by productive effort should flow to grouj)s and in- 
dividuals throughout the economy in a manner that will provi<le ade- 
c|uatc funtls and incentives for maximum production in the factory and 
on the farm, and furnish buying jwwer to consumers and business 
sufficient to take promptly off the market the goods available for their 
use. Broadly conceived, it reiiuires the balanced allocation of resources 
and manpower in accord with the interests of the economy as a whole. 
These interests must include support for basic national policies such as 
national defense and welfare. 

Since prices and wages are the main mediums through which pur- 
chasing jX)wer is distributed, price and wage movements and relation- 
ships decisively affect the outlook for stable prosperity. Most economic 
policies are directed in one way or another toward this problem of 
balanced purchasing power in order to bring the pattern of production 
anti consumption into better alignment so as to attain economic stability 
at the highest feasible levels. In addition to price and wage adjustments, 
there is need for a proper balance between total money jnirchasing power 
and the supply of goods if inflation or deflation are to be avoitled. 

The goal for 1949 should be to make as much progress as we can 
within one year toward achieving adjustments which will maintain pur- 
chasing power on a stable basis. 
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NEEDED ADJUSTMENTS 

Fulfillment ot our 1949 goals for niaxitmim cinplovnicnt. production, 
and piircliasing power will not come liy chance. It will rc^piire wise 
ecoiioinic adju>tinents. towar<l which ^on 1 e progress was made during 
1948. et much remains t«) he done. There are seven areas of adjustment 
which seem to us of signal imjiortance. 


fiscal policy 


1 he large excess of cash revenues over ex|x?nditures. running at an 
annual rate of more than 12 hillion dollars in the first half of last 
year, was the main bulwark of our anti-innationary policy. The review 
of (Jovernment transactions in Part I indicates that this surplus will 
<lisappear ami change into a deficit unless new tax legislation is adopted. 
It is well-nigh axiomatic that the Cjovernment shoukl operate at a suh- 
.''tantial sur()lus during a period of unparalleled prosperity when infla- 
tionary pressures persist. This is essential not only to deal scnsilily with 
the current situation, hut also to permit fiscal policy to he reversed if 
recessionary trends shotdil later <levelop which might call both for tax 
reductions tf> stimulate husincss and markets and for additional public 
expenditure. 

On general economic grounds, tax measttres should l)e dcvisetl to 
result in an increase of at least 4 hillion dollars. However, the range 
of pritne c(*nsiderations in matters of tax j>olicy extends so far l>eyond 
purely economic analysis that ultimate decisions must he ma<le within 
that wider pcrsj>cctive. 


In formulating a lax program for 1949. the following principles seem 
I)aramount : The additional tax measures should (a) provide a budgetary 
surplus; (h) absorb some of the high current profits, while avoiding tax 
measures which would lead business firms to charge higher prices or 
impair their ability to maintain <lcsirable rates of exjKUisiou ; (c) guard 
against aggravating any recessionary tendencies and provide sufficient 
fiscal flexibility to enable cpiick readjustments if such tendencies should 
become strong; (d) reduce the inequities of previous legislation and 
strengthen the enforcement of the tax-collecting system. 

Clearly there are various combinations of tax measures that would 
be coti.sistcnt with the fiiregoing principles. One workable combination 
uould include a tax on corporate profits, and some increase in the tax 
on personal incomes, estates, and gifts. Consideration should also be 
given to reductions or abandonment of some excise taxes and increases 
of others. These revenue measures should have priority over any techni- 
cal improvement of the tax system in general, although exceptions should 
be made for the most urgently needed revisions. 
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W’tth respect to taxes on corporate protits, there are some ar^nments 
for an excess-protits tax and others for an increase in the regular cor- 
porate tax rates. The excess-profits tax lias these advantages : It is seii'i- 
tive to changes in business comlitions, and therefore will rapidly reduce 
its demands on taxi>ayers in the event of a recession ; it is difficult to 
shift to the consumer: it reiluces incentives to increase jirices ; it may 
reduce the pressure for increases in wages of a kin<l that would he 
inflationary. An increase in regular corporatioti rates has certain 
advantages, provided the increase is moderate; it has administrative 
simplicity; it avoids the high marginal rate that would exist in some 
concerns under an excess-profits tax and that might lead to a relaxation 
of managerial eft'iciency; it avoids some of the ineijuities which might 
result under the excess-profits tax. In any event, the noneconomic 
elements involved in the choice between these two types of taxes or in a 
combination of the two make it clear that the decision should rest on the 
broadest grounds of policy. 

Under present conditions increases in the tax on per>onal incomes 
should he limited to the middle and upper brackets, primarily on 
grounds of equity. However, a further substantial increase in defense 
and military aid budgets would call for an increase in personal ’.ncome 
taxes in all brackets. 

With respect to estate and gift taxes, these taxes can lie more easdy 
administered than an income tax with very high marginal rates, and 
such ta.xes have the minimum adverse economic elTccts. 


Cash receipts could be increased further by ailvancing the date of 
the statutory increase in i>ay-roll taxes. Early oxixinsion in the .social 
security program would strengthen anti-inflationary factors now and 
provide for additional purchasing power cushions later. 


Basic Objectives for Balanced Economic Growth"'^ 

During the nineteen thirties the country fell into a tremen<lous un- 
deruse of its productive resources. This led to a dominating fear of sur- 
pluses in capacities and in goods. The real problem, hqwever, was 
how to restore full use of our productive resources aiul initiate a further 
process of growtlu During the war years, full employment and phe- 
nomenal levels of production were achieved, but there remained doubts 
in the minds of many whether wc would Ik* able to maintain full and 
clTective use of our resources after the return of peace. 

The EmployTiient Act of 19-46 is based on the conviction that our 
economic system can sustain high and steady levels of employment mid 
production. But such an outcome is not automatic. It will be achieved 

’‘Ibid., pp. 50-3. 55. 61-3. 
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only .f business workers, fanners, and the Government are guided less 
.> tl.e recnni-ol the past ,han by the possibilities of the ftft re TI e 
unploynent Act therefore calls for esti.nates of the levk o! entplo!- 

pesos •" 

I his |«irt of our report continues the effort begun last vear t., 

formulate neede<l levels or the American t-conomv in a so,.,ewhat longer 

.rsptane than that of Parts I and 11. which deal with conditions^ in 
1^48 and adjustments for 1949. • o^ .is m 

not substitute distant dreaming for im- 
icdiate practical action. It simply recognizes that the decisions affectin- 
he whole economy winch we tuake from year to year will he .non- im 
■ igent It we take a longer look ahead. The intent is to keep our ol>- 

Tbe i ’■ 7 '''’""’''** experience hy reviewing them aimuallv- 

he aid of experts m hnsinc.ss. labor, and agriculture, and in Govern- 

■f^ research has been sotight. Success in the venture 

f cfmmg commou objectives should promote success in the task of 
furthering cooi>erat.ve action in the solution of common problems. 

Such economic ohjeettves arc not to l>c confused with economic hlue- 
I»m -s or plans used m regulated economics. They arc conceived simplv 
a bench mark.s for the orientation of private enterprise and public iwli- 

likely to hapi>en without 
• i cciai efTor . I hey depend upon success in accomplishing the objectives 

of the Funploymcnl .\ct. We present them as an attempt to integrate 

go\ernmcntal and private thinking in a way that is essential fc^r making 
lational dwisions. 

In formulating these economic objectives, the future of our foreign 
relations is now the major uncertainty. However, even at present levels 
of the defense hndget and international aid. we are able to make some 
progress toward peacetime objectives. This year, for example, will see 
fuitluT additions to plant and cciuipmcnt and a further improvement in 
he standard of living. .\ deterioration in the international outlook, 
bringing the iiccessity for greatly increased defense programs at home 
.in< imhtary aid abroad, would reverse the situation. Rut an assumption 
underlying the economic objectives now presented is a gradual Improve- 
ment m international affairs. 

Retween the d^adc beginning in 1869 (earliest available estimates) 
and the decade ending m 1918, the gross output of the economy doubled 
about every 20 years. This is shown in the prccc<ling chart. Omitted— Ed. 

From 1919 to 1929. a very high rate of expansion resulted in an in- 
crease of 33 percent. In the next 10-ycar period, including the Great 
Dcprc.ssion. but little gam was registered. A visitor from Mars looking 
at the national production chart would have imagined that one-quarter 
of the arable land liad Ihjcu destroyed by a flood, over one-quarter of the 
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jjopulation wiped out by plague, and one-quarler of the iiulu'-trial plant' 
destroyed by earthquake. Frojn 1939 to 1948. including the war \car^. 
the increase in output was resumed and a rise of more than 5U |ktci iu 
was accomplished. Thus, from 1919 to 194$ the ouput of the ecoiK-my 
again doubled. 

In addition to the increase in output, the number of leisure hour' 
has risen substantially. In the last century, tlie hours worked were fre- 
quently as high as 70 or more ])er week. In manufacturing industric>. 
the average weekly hours of work have dropped more than 20 percent 
since 1909. 

PRODUCTION AND INVESTMENT OBJECTIVES 

A reasonable development for the ne.Nt few years would be an 
annual increase in output of about 3 percent. This target depends uix)n 
several factors, chief among them being the growth in the labor force, 
the length of the average work-week, and the output jkt man-hour. 

It is estimated that our i)opulation will increase less than 1 percent 
annually over the next decade, compared with about 2 per cent in the 
|x:riod 1870 to 1919, Since the i)roportion of the jx>pulation within 
age brackets seeking work will increase slightly more, the increase in the 
labor force is estimated at about 1 [x;rcctit a year. This increase allows 
for about a million and a half net immigration over the nc.xt 10 years. It 
assumes that e.xpanded social .security legislation will enalde more old 
peojjle to retire somewhat earlier. Young pet)ple may enjov lotiger edu- 
cation but will etigage in considerable sumtner and part-time work. 

Although average hours worked per week are now at a level con- 
sistent with health and reasonable lei.sure. some re<luclion in annual 
working time would result from continuation of the present trend toward 
additional holidays and paid vacations. Such reductions would partially 
offset the increase in the labor force. Under these circumstances, eco- 
nomic growth over the ne.xt few years would depend to a consitlerahle 
c.Ntent on the rise in output per man-hour. 

As far as conclusions caji be derived from deficient statistics, it ap- 
pears that output per man-hour has increased on the average by nearly 
2 percent per year for a half century or more. The rate of increase for 
manufacturing industries has been about 3 percent. Over the next few 
years, a productivity increase for the whole economy averaging some- 
what more than percent a year should be |X)ssible. This rate of 
productivity increase is based on the assumption that Government, labor, 
and management cooperate fully in achieving maximum productive 
efficiency. To achieve it requires continued large investment in lalior- 
saving plant and equipment, expanded research, and lessening of 
restrictive practices on the part of both labor and management. 
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The iinj>rcce<ieiitc<lly licavv investment of the jxist few years has 
hroiisjlit capacity in most linos of business up to a reasonable relation- 
ship to current cleinand. L'tilization rates are hi.^di. hut no longer exces- 
sively so in terms of what mijjht he cxj)ectc(l under sustained IurIi 
employment. In a few indll^tries which were greatly expanded (luring 
the war. such as aircraft, shi()huilding. and magnesium production, 
excess capacity ]>rcvails. On the other hand, remainitig bottlenecks in 
production of metals and elcctricitv. the tratismission of gas, and in 
transportation indicate areas where we have not caught Uj) and where 
privisions shoukl he made to restore an ade<iuatc reserve margin. 

.\ more dinicull (|uestion ccinccrns the (pialitv or condition of our 
|iresent producti\e facilities. Whether they are now in belter or worse 
condition than at some previous time, they are less tnodern and less 
enicient than they could he. The ncwe.si and best types of facilities in atiy 
industry are superior to the hulk of those in use, and still better tv|>es 
are generally in the oHing awaiting development and introduction. This 
situation is a normal atul neccs.sary consequence of the progress of 
technology and the durability of capital goods. Technology is always in 
the lead. If teclmical develf*pment were to cease tomorrow, American 
industry could still go on for many years modernizing its plants up to 
jirescnt attainable standards, with large investment outlays and large 
gaitLs in efficiency. 

OBJECTIVF.S FOR CON.SliMPTION AND LIVING STANDARDS 

In an economy of steady growth moving from |>ost\var to peacetime 
conditions, the output of consumer goods and services should increase 
not only in absolute amounts hut also in ratio to total production. In 
1948. consumers were receiving about 70 inrcent of gross output, com- 
pared with 76 percent in 1929 and 75 percent in 1939. Even alknving 
for the contingency that Government expenditures and net cxiwrts may 
hereafter account for a larger portion of the Nation's Economic Budget 
than in previous periods of high empkniucnt, it is felt that final con- 
sumers should absorb at least 75 ix^rcent of all goods and sei^'ices within 
a few years. Coupling this with the growth of the economy as a whole, 
the result would increase total consumption per year by about 4 i>erccnt 
and per capita consumption by about 3 percent above present levels. 

This higher consumption pattern must be brought about by a sub- 
stantially equivalent increase in total consumer income. It will require 
improvements in the distribution of that income not only to avoid areas 
of want in a land of plenty, but also to avoid higher saving than is neces- 
sary to permit the exjjansion of investment needed for stable growth. 

Changes in consumption patterns would flow from these desirable 
developments. We have already witnessed great strides forward in 
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standards of consumption of food and other goods, although hero the 
standards of manv low-income families leave much to be desire<l. On a 
national basis, we have fallen behind in terms of housing accttinmoda- 
tions, medical and other health care, and the provisions of educational 
facilities. Assuming higher and better distributed incomes, and adec|uaie 
governmental programs, relatively greater increases may be expeciecl in 
these areas. Increased leisure will presumably result also in more travel 
and higher recreational expenditures in general. 

Periods of high income and employment are also usually associated 
with a high proportion of expenditures for durable consumer goods. To 
some extent in tlie past this has been the restilt of the fact that in years 
of depression such purchases have been postjxjned. Still, there is little 
doubt that an enormous potential market exists for the durable ap- 
pliances which have contributed so much to the convenience aiul comfort 
of modern life. Senu'ces and durable goods mav hereafter absorb a 
higher projxjrtion of consumers’ budgets than they did before tlic war. 
Nevertheless, there would also be some increase in food consumption, 
especially in the variety aiul interest of the diets of lower income groups, 
and in other types of nondurable consumption. New frt)nticrs will be 
provided for the development of private initiative by the rise in living 
standards. The enlargement of many community and governmental serv- 
ices will also be required. 

Balancing produclion and consumption 

At present, private capital ex{>enditures are running at 15 percent of 
the Nation s Economic Budget, reflecting in j)art the need to make up 
for wartime and some prewar deficiencies. The shift to more sustainable 
long-run patterns will require a relative decline to al)out II or 12 per- 
cent of the Nation’s Economic Budget, though perhaps a moderate in- 
crease in absolute amounts. In addition, certain other elements of the 
Nations Economic Budget, such as the Government’s foreign-aid ]iro- 
gram and exjiansion of business inventories, will decline in absolute or 
relative importance. To some extent, urgently needed domestic programs 
of the Government will take their place. Nevertheless, to reach sustain- 
able patterns of growth will require that personal consumption increase 
by considerably more than t(Jtal output and assume a larger relative 
sliare in the Nation’s Economic Budget. This means that the general 
standard of living can and should rise substantially. 

In the immediate situation there may ajqicar to l>e a conflict between 
the increase in consumption needed to attain long-run objectives. an<I 
the actuality of inflationary forces to which largely increased consumer 
demand would further contribute. The more fundamental danger is that 
the automatic forces of the market tending to increase consumption are 
of uncertain and perhaps insufficient strength to bring about necdetl 
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clianjjes ill the patterns of income and eN|x.*ndilurc when the temporarv 
factors in demand decline. 

One of the ^^real dan-jers ahead is that the process of adjiistin.r.to 
these changed p;itterns will lead us into a depression through faiture 
of consumption to rise snmciently. Hut to he forewarned is to l>e partlv. 
thougdi not wholly, forearmed. Major reliance should he placed u|)on. 
and full encouragement given to. those free automatic forces within the 
economy which hrmg about adjustments. \Vc must get from privately 
organized activities as much handling of the Xation's economic proli- 
Icms as they are capable of achieving. Hut we should lx.* prejiared to 
sui>plement them when needed through appropriate Government iMilicies 
<lirected toward economic balance at the highest feasible levels of ac- 
tivity. In this, we should not neglect the problems of those whose living 
standards have lagged seriously even during past and preseni periods of 
high pros[K‘rity. 


FROM IXFI ATIO.N TO .STABILITY ” 

Stabilization |K)licy for the immediate ftiturc is still concerned mainly 
with restraining inllationary forces, breaking bottlenecks, and selectively 
adju.sting the markets and [irices of some commodities. Vet this report 
has <lesignated some basic longer run maladjustments concealed under 
cover of the inllationary boom. Since the war, increases in consnmjilion 

very high demands of business for reconver- 
sion and modernization after the war, and by requirements for national 
defense and foreign aid. Our analysis shows that over the ensuing years 
consumer income and c.spendilure should be increased both absolutely 
and relatively. 

The fundamental issue is: Will this increase result automatically 
through the interplay of prices an<l costs in the tnarket place? Or will a 
depression appear when the gap between potential output and effective 
demand of consumers and business becomes unmanageable as has haj)- 
])cned in the |vist? Or can affirmative jxilieies, as envisaged in the Em- 
ployment Act, close or bridge this gap lieforc it becomes a chasm? 

!• iindniiietilal strength of the economy 

It is true that the economy today is in much better position to with- 
stand shock than in the twenties. Business has become better informed 
and more jirudent, particularly in its inventory policies. There has been 
less speculation generally. The so-calle<l “built-in flexibilities,” such as 
the social security system, veterans’ programs, and the farm price-sup- 
port program would all have a cushioning effect in case of a downswing. 


pp. 74-7. 
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In general, large Government budgets make an econoinv- more resistant 
to shock, and on the revenue side the progressive income tax increases 
flexibility. W’ar-created liquid assets, in the hands of business. State 
and local governments, and individuals could act as an immediate shock 
absorber even though their real value has l>een reduced by inflati<ui. 
Federal deposit insurance would operate against large-scale withdrawals 
of funds such as occurred during the last flepression. anrl the Reottn- 
struction Finance Corporation could exert some mitigating influence. 
Finally, with a tight labor market, more bread-winners per family, and 
more progressive taxation, the distribution of income has imiiroved since 
the prewar period, although these gains have Ix*cn halted by inflation. 


Vulnerability of the economy 

Tliesc improvements, however, probably <lo not outweigh the fact 
that a very high-level economy, which has been supported ti>’ an invest- 
ment boom and permeated with inflation, is vulnerable to sharp declines. 
Moreover, in terms (jf the basic problems of lifting consumption to 
higher levels in the years ahead, we cannot rely on a simple reversal of 
the inflationary process with its accomjianying lag in consumption. When 
price weakness becomes widespread, businessmen tend to bectunc pes- 
simistic and often curtail investment and production; consumer pur- 
cliascs are deferrctl. The stickiness of many prices enhances the shrink- 
ing of production as demaiul falls off. Consumers’ real incomes arc cut 
by unemployment more quickly than they gain by price declines. The 
slack thus develops into a downward spiral. 


Preventive measures 

More important than the preparation of measures to comliat a de- 
pression after its advent, are those measures which reduce the likelihood 
of a serious downturn in the economy by corrc*cting maladjustments in 
time. 

The long-term problem of a shift in the l>alance between investment 
and consumption depends for its solution largely upon an improve<l 
working of the market mechanism. Adjustments in prices and in wages, 
or some combination of the two, are the primary tools. In general, these 
adjustments entail an upward movement of wages relative to prices. But 
these adjustments require the drawing of some very delicate lines. It is 
not easy to determine the exact point at which price decreases which 
increase sales become price decreases \vhich impair business confidence 
or income and thus reduce production. It is not easy to determine the 
exact point at which wage increases which add to purchasing power be- 
come deflationary because they add too much to costs. It is difficult 
through the market mechanism alone to solve the problem of timing, to 
determine just when the shifts in the composition of national income an 
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sikikIid" bhould be encouraged without l)eing cither excessively inlla- 
tmiiary or exces>ively deflationary. Furtlierinorc, these shifts involve 
the intere.sts of |)<iwerful organi 2 e<l groups and also involve competing 
.social |)riorities or values, so that agreements are fretpientlv not casv to 
reach. 

1 he problem of inllatioii is not limited to the peculiar conditions of 
tljf “p()>i-war boom. ‘ 1 liere is a contimiing [)ossibility of increases in 

|)nce> an<l wages in an exonomy sustainetl at high levels of activity. 
Here lies a problem of long-range wage and |)rice |K)licies that must he 
.solved within the conie.xt of general labor-management relations. The 
important organiaed groujis within the eeamomy, .such as business, labor 
and agriculture, need both tlie economic analysis and the practical ma- 
chinery which will enable them belter to liarm«ini7e their sejvirate itt- 
tcrests with the commi)n good and to compose even if not completely 
agree upon those matters which from a narrower perspective might seem 
irreconcilable. The work under the Employment Act of 1946, Ixtldly 

can help to improve the economic 
analysis and to stimulate the cooperation re<juired for this central asi>cct 
of staliili/ation in a free enterprise democracy. 

Exjieriencc teache.s that Government ix)licics arc also necessary. 
One type of public policy, the exjvansion of social security programs, is 
jiarticularly ap[)ropriatc now because it would strengthen mass pur- 
chasing power and markets in the long run, while contributing im- 
me<liately to the restraint of inflationary pressures. By increasing the 
coverage and benefits of unemployment and oUl age insurance, by in- 
troducing disability and health insurance, and by providing more ade- 
<|uate ])ublic assistance, we would thus contribute towards that reconcilia- 
tion of immediate and long-run needs which is so difficult to achieve 
through the market mechanism. 

To have the optimum immediate anti-inflationary elTect, jiayroll 
taxes .should he increased by more than the increase in benefit l>ay- 
nients. To have the optimum long-range stabilizing elTcct, the e.xiiansion 
of these programs should not lie financed exclusively by payroll taxes. 
It should draw some support in future years from general biulget sources. 

A minimum wage realistically adjusted to present price levels also 
helps to maintain a floor under wage incomes. 


Future tax revisions .should also take account of the need to 
strengthen consumer markets, even while they should not neglect the 
need for stimulating investments, especially in areas which offer both 
groat rewards and heavy risks. 

These social security jirograms, minimum wage laws, and tax revi- 
sions arc recommended on the ground of social objectives. These same 
programs, however, have an important economic impact and may help 
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to maintain or increase the purchasing power of a consi(lcral)le sector 
of the j)eople. 

Balanced grmidli. The upward adjustment of consumer incomes 
relatively to j)riccs will be essential in the future t<j establish sustainal)le 
patterns of balanced economic growth. It is important that these a<ljust' 
ments be made. But we cannot be sure that these adjustments alone will 
insure an increase in consumption and the maintenance of a high level 
of activity. Decreases in prices or increases in costs may lead to a 
recession if they occur at a time when markets are weak and aggregate 
demand is shrinking. Therefore it is essential that, during tlireatenitig 
times, adequate supix)rt 1)0 given to demand while fundamental adjust- 
ments are going on. 

Such support may be provided by stepping up these basic govern- 
mental programs which are essential to economic growth. At times it 
may become necessary to supplement these programs by si^ecific meas- 
ures to insure stability. Without adjustments in the price-wage-i)rolit 
relationship, we shall not be able to place the economy on a basis of 
continuing stability. Without the simultaneous adoption of i>olicies de- 
signed to jiromotc economic growth, we may not safely rely on the ad- 
justments. It is necessary to combine measures that promote growth 
with those that supjwrt stability in an integrated program. 

We should adapt our policies accordingly. In schools, housing, 
health and community facilities, resource develr)pment and conserva- 
tion, transjxartation and other fields, there are enormous discrepancies 
between the work now being done and the needs of a growing economy. 
Advance planning on all these fronts should go forward in larger magni- 
tudes than present programs can be pushed. With careful timing, these 
programs should 1)€ stepped up sufficiently so that adjustments in costs, 
prices and profits can be ma<lc on a strong underpinning which prevents 
a<1justmcnts from turning into a downswing. 



Chajyter \ 


The United Kingdom and the 

Dominions 


How Much Planning? 


"T II Js chaplcr tleals primarily with the United Kingdom. At the end, 

* however. I have included some excerpts from the Australian White 

Pa[)er oti I'uU Emf>hyinnil and from the Canadian White Paper 
on Ihuf'Ioyun'ut. 

In 1944. the Churchill coalition government issued its W’hite Paper 
on Emplaymetit Policy, the main i>art of which is reproduced here.^ 
Except during the transitional period, the government in 1944 wtndd 
rely |)rimarily on jjrivate enterprise. It would a.ssume responsihility for 
maintaining total cxi>enditurc 5 ; hut government contributions to sjjcnd- 
ing and variations in taxes were not to be the most potent medicines. 
Pather the government would ( 1 ) take action early and prevent a small 
decline from snowballing into a major depression; (2) accept a limited 
responsibility for lacing ]ntblic investment and taxes with private spend- 
(3) rely primarily on private si>ending, the time distribution of 

' papier 11 and parts of Chapter III of the original report arc not reprinted. 
In Its Uwptcr l\ the Roveniment deals with transitional problems, .and particularly 
witli the iLangers of uncmjiloyniciit. mal-allocation of resources, and inflation. For 
the transition the Royernnicnt was prepared to continue price and related controls 
and, in particular, priorities; to favor essential against non-essential output; and to 
keep costs and prices down. “Balanced Distribution of Industry and Labour" is the 
theme of Oiapter III. The part omitted deals in detail with the manner of providing 
aileqiiate plants and services in depressed areas, and also the manner of encourag- 
ing the necessary mobility of labor. 
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which govcriinicnt might try to influence; (4) try to achieve iiitenia- 
tional economic co-operation as the conditions for large and stable ex- 
ports. Concerned over the size of llie public debt, the government was 
not prepared to undertake a substantial investment program to keej) 
employment up. On the price front, it woidd depend largely on exhorta- 
tion to workers to be reasonable and employers to expand, not restrict 
outjnit : but it was ‘■pre|)ared to <lo what they could to stabilise ])rices st> 
as to avoid or mitigate changes not rendered inevitable bv higher costs 
either of imiKirts or of jtroduclion at home.” 

In short, llie medicine was a mild form of Keynesianism : monetary 
policy, some reliance on government spending, some adjustments in 
taxes to variations in demand; and. in part, direct measures to deal 
with structural maladjiisttncnts. 

From 1944 to the early part of 1947, when the ncononiic Sim'cy for 
I 94 J was published (a large part of which is reprinted in later sections 
of this chapter), imiK)rtant changes had taken place. A Ltihor govern- 
ment had .supplanted the Churchill government; the dollar problem bad 
proved to l)c more intractable than had been anticipated ; and produc- 
tion had not recovered sufiiciently. In 1947, the government could claim 
no more than an output level etpial to the pre-war height and, un- 
fortunately, exports, cai)ital, and government required one-half of total 
output, whereas just before the war it had consumed hut one-third. The 
current flow of consumers’ goods, in relation to the amount of work to 
be done and the wages jjaid, was loo small to elicit the best cfTorts of 
labor and management. Government had to absorb excess purchasing 
power by taxation, and to stimulate savings or allow them to escape to 
free markets where prices rose rapidly. As a result scarce man]X)wer 
was attracted into relatively profitable non-essential industries. (At the 
end of 1946 fourteen essential industries had on the average 22 per cent 
less manpower than in mid-1939.) Although pcr-capita consumption in 
1946 seemed to he well below 1938, the consumption of alcoholic bever- 
ages was 113 n 938 = 100), tobacco 135, reading materials 146, enter- 
tainment 169. Early in 1947, the government envisaged dollar deficits 
of more than £350 million for 1947; the export volume had fallen from 
111 (1938= 100) for the last quarter of 1946 to 108 in inid-1947. Ry 
September 1947, the anticipated deficit had grown to £600 million, ap- 
proximately 40 per cent of which was to l>e met by import cuts.® 

*A later official report, based on an estimate of The Economist, puts output in 
mid-1947 at 10-20 per cent higher than during pre-war years. Cf. British Informa- 
tion Services: Labor and Industry im Britain'. A Report on Britain (Sept.-Oct. 
1947). p. 170. 

•Briti.sh Information Services: Economic Record (Sept. 25, 1947), pp. 1-2; 
also sec Cmd. 7099, Table 26, Economic Survey for 1947, p. 26 and U.K. : Statetnent 
of the Economic Considerations Affecting Relations Between Employers and Work- 
ers (Cmd. 7018. 1947), p. 5. 
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In the light oi the dollar famine, and the production and export 
crisis which it mirrored, it is not surjirising that the Labor government, 
as revealed in the Economic Surz'C\ jor IQ4~, would commit itself fur- 
ther in the direction of a planned economy. It was necessary to draw up 
a tohlcoii i'coiiomi(]iic of resources on the one hand, and requirements 
on the other ; and to supplement the overall picture with budgets for 
investment, foreign exchange, fuel and power, steel, and so on. Controls 
arc the moans of directing the economy towards the achievement of the 
goal, although direct government spending will also intlucncc the situa- 
tion. Among the controls in use were rationing, allocation of raw mate- 
rials. control of building and imjwrts through licenses, and control of 
capital issues. Through these and other controls the government allo- 
cated scarce and essential resources. Yet the goveniment at this time — 
carlv 1947 — disavowed a desire for a detailed system of controls which 
would interfere with fundamental liberties : the main reliance was to be 
on co-operation with business and labor. Failure to implement a Hmito<I 
])ricc control with maiqMiwer control had proved costly in the prodtiction 
anil exchatige crisis cd U>47. when the government made its first large 
encroachment on ftmdamental liberties in peace time: the right of the 
worker to choose his job, or be idle if he prcfcrretl. 

Despite tlic high level of employment in 1945-48, the British post- 
war economy was a scarcity economy. The war had brought destruction 
of capital, a large backlog of maintenance and replacement, and serious 
losses of export markets, foreign capital, and shipping. In the course of 
the Washington negotiations on the British Loan late in 1945, the British 
delegation announced an increase in external liabilities of from £476 
million just before the war to £3^55 million on June 30, 1945 ; a large 
redticlion of gold reserves: external disinvestment in the course of the 
war of £4.2 billion and total disinvestment at £7.3 billion, or more 
than a year’s income. A more comprehensive statement in 1947 put the 
destruction or loss of British wealth at close to £30 billion, of which 
about two-fifths was domestic and three-fifths in external assets. Mr. 
Paish estimated that the British needed £14 billion over the years 
1946-55 for reconstruction, only one-half of which would be available 
out of foreign loans, normal savings, and the like.^ 

Obviously, the government would be under great pressure to make 
the most effective use of the scarce items : c.g., dollars, raw materials, 
capital, lalKir. Allocations, priorities, licensing are all part of the mosaic 
of a semi-planned economy, as described in the Ecotiomic Survey for 
194 ^. But scarcity is relative as well as absolute: the issue in part is 

*UK • Slalisticol Material PresenUd During the H'wAiWoh Negotiations 
(Cmd. 6707. Dec. 194S). pp. 10-lS; Report on Britain (1947), p. 175 : F. W. Paish: 
"The Finance of Reconstruction,” Econonne Digest, May 1947, p. 3. 
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the demand for tlie scarce resources. In war, excess purcliasing power 
accumulated as a result of rising wages and other incomes and the un- 
availability of corresponding values in consumers’ goods. With war out- 
put accounting for 53 per cent of the national income at the jx'ak of the 
war. and, therefore, with current income abnormally in excess of the 
flow of consumers' goods, and with prices depressed through subsidies 
and controls, excess purchasing power tended to accumulate. Poten- 
tial demand was far in excess of supply at current prices. 

A realistic approach to the solution of the problem of excess demand 
was to keep purchasing power down. But government loans from banks 
and the need of manufacturing money to keep interest rates low. kept 
purchasing pow’er at a high level. Moreover, neither during the war nor 
in the early post-war period was wage policy courageous, and wages rose 
steadily. By January 1946, average British earnings were 74 per cent 
alM)ve 1938, and by October 1946, S>0 per cent, a rise 3 — 1 times above 
the cost of living, and even twice as high as the rise in the cost of living 
estimated by the Labor government. 

As has been said, the government relie<l primarily on exhortation 
to keep wages down. There is a disposition also to over-emphasize the 
contribution that can be made by a rise in output and productivity ; 
these, indeed, are important objectives, but they will not solve the pro- 
blem of inflation.'’ It is important to tether wage rises to increases in 
pro<luclion. as a means of excluding wage inflation: but even with that 
achievement, the inflationary danger grows in periods of rising output. 
More goods mean more income; and in periods of high activity the 
proportion of capital output to total is especially large. Therefore the 
excess of current income over the flow of consumption goods rises. 
On top of that, there is the accumulation of cash and liquid assets from 
the war, which the public impatiently waits to spend. 

Courageous tax and wage policies must be pursued and savings 
stimulated if inflation is to be excluded. Otherwise the burden carried 
by controls — and particularly if they are selective — becomes too great. 
Prices in free markets rise dangerously; and the pressure to violate 
regulations becomes irresistible. It may well be said that in 1945-47 
the British put too much reliance on their selective control system, the 
product of a semi-planned economy. 

From 1938 to the middle of 1947, the rise in money in circulation 
and demand deposits was close to 200 per cent ; of weekly wages 66 per 
cent. But the cost of living, artificially held down (as is evident in the 

‘On productivity see especially Report of the Cotton Textile Mission to the 
United Stales of Atneriea (March-April, 1944) ; Working Party Reports'. Colton 
(1946); Ministry of Fuel and Power: Coal Mining: Report of the Technical 
Advisory Committee (Cmd. 6610, 1945). 
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ri'C of 85 per com in wholesale prices I had increased bv biit 31 per 
cent.*' \\ ith the expansicMi of inonc\ '•ix times the rise in the cost of 
Hvin". the sitiintion ini^tht he terme<l explosive. Mniutarv siipplie-s aiul 
\\a”es escape<! from lioards and crowded coinmoditv market- ; bnt like 
water read\ to boil over. i1h-\- could be contained if the pressure di<l not 
become tf.o ijreat. and a firm cover was put <*n. Rationing. i>rice control, 
and other strrilization mea'tires helped to re<luce the potential danjiers. 

In this connection, the followinj; excerpts from an import int British 
document will interest the reader.' It does not seem that adccpiatc atten- 
tion has been paid to the <lemand aspects of the problem, .as a^jaitist the 
supply aspects. 

< 1 ) I he threat need of this country, as indeed of praciicallv every 
cither eouniry in the world at the prc.sent time, is for a considerable 
and sustained increase in the j>roduction of fjouds of all kinds— of 
consiuner goods and of cajiital goods, of goods for domestic use and 
consumption and for export. 

(2 ) The position of (ireat Britain is extremely sc rions. W'e have 
iti the course of the last seven years deliberately ciistorted and unbal- 
anced our economic system. sufYered the loss and permitted the de- 
preciation of our cajiital resources, sold at least half of our external 
cajiital assets and gone into debt abroad — all for the purpose of 
enaliling the country to concemtrate its fullest elTorts upon the war 
and in an endeavour to maintain reasonable staitdards of li\ iiv^'- This 
country is still rutming iitto debt abroad. Each month our balance 
of overseas payments is still luifavourahle. Nevertheless, since the end 
of the war this country has |)roccedcd ra]ndly to establish schemes of 
social improvements in the way of a housing progratvjme. an im- 
])roved educational systetn, comprehensive old age. tuu-mplovtnent 
and health insurance systems and medical and other services. . . . 

(19) The answer first and last is by increasing production. This 
is the only means by which we can achieve a genuine an<l pertn.inent 
balance between the volume of purchasing power and the supply of 
goods available. At present there is too much money chasing after 
ton few goods. To increase the amount of motiey in people's pockets 
tlcics nothing to increase the amount of goods available- On the con- 
trary. it makes the siltiation worse, since, if there is still more money 
chasing the same amount of goods, prices must sooner or later he 
forced up and no one will he any better off than thev were before. 
The voliunc of jiurchasing power is already far bigger th''n the supply 
of goods at present <lay prices. The total amount of incomes of all 
sections of the community after paying income tax is well over £7,0(X) 
million, hut the value of goods and ser\’ices available to he bought 
by consumers is only about £6,000 at present prices. There is there- 

‘Fipiircs from Monthly Bulirlin of Slalislics of United (1947). 

’ on the Economic Cotisideralions Affecting Relations Between 

Employers and IVorkcrs (Cmd. 7018, Jan. 1947), pp. 3, 7. 
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fore already a great deal of leeway to be made up and ihi.-; cannot l>c 
done without a concerted effort of the whole counir} to incrl•a^e pro- 
duction wliile costs are held steady. It must be realized, however, that 
increased production j>er hour worked is not necessarily in itM'lt 
sufficient. U’hat is necessary is increased production per annum. In 
attaining this everyone has a part to play : the responsibility does not 
fall upon productive industry alone. It is as necessary to increase the 
work dcjiic per person in the central and local Government services, in 
public utility and transport services, and in the distributive trades, as 
it is in manufacturing industries. 

W’e reproduce a large jiart of the British Econotnic Snrt'cy jor 
which i^oints up the state of planning in 1946. The Economic Sun’cx jor 
194 S introduced targets for 1948, proclaimed that year as a precarious 
one. and sliowed liow far the country had failed to attain the targets of 

1947. d he deficit in the balance of international ])ayments had grown 
by .£325 million, or 93 per cent beyond the anticipated deficit (p 57). 
This explains the concern over aid from the United States. In October, 

1948, the Britisli Government presented a program for the year ending 
June 30. 19-19 {European Co-operation, Cmd. 7545). On the assumption 
of foreign aid (net) of $981 million, the government was looking for- 
ward to stabilizing international resen'es and achieving viability. By 
the second quarter of 1948, national production had risen to 122 
(1946 = 100; 1947 = 108), and the export volume to 134 (1938 = 100 
and 1947= 109). Now the govenunent anticipated continued improve- 
ment in production, in exports, in invisible exports, in the international 
deficit, and in the contributions of fiscal policy to staving off inflation. 

Finally, in December 1948, the British revealed their Four Year 
Plan, 1949-1953 {European Co-operation, Cmd. 7572). We reproduce 
a substantial part of this document later. Here the government sets forth 
its views on planning: 

Any programme of economic planning must be in the nature of a 
broad strategical plan sufficiently flexible to meet unpredictable and 
rapidly changing events. , . (p. vi). 

'‘Economic planning in the United Kingdom is based upon three 
fundamental facts: the economic fact that the United Kingdom economy 
must be heavily dependent upon international trade; the political fact 
that it is and intends to remain a democratic nation with a high degree 
of individual liberty; and the administrative fact that no economic plan- 
ning body can be aware (or indeed ever could be aware) of more than 
the very general trends of future economic developments” (p. 1). 

Unfortunately, space is not available to quote adequately from the 
excellent report on Australia. In its broad outline, the Australian report, 
like the British White Paper on Employment Policy, is Keynesian, but it 
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would have the government assume larger responsibilities. The Austral- 
ian White Taper on /•»/// Euif'loyuicnt emphasizes large fluctuations in 
private investment ami in export tratle, and the need of taking adcqtiate 
measure^ to offset declines in these variables. In its determination to 
maintain spending. Australia in 1945 .seemed disposed to go much fur- 
ther than llritain. Particularly in the attentioji paid to measures dealing 
witli fluctuations in expoit trade the .\imtrahan rejiort is unique: the 
government majis out the measures to he taken (c-*'/-, use of reserves, 
re-allocation of resources, exchange depreciation and (juantitative limi- 
tations on tra<le) according to the nature of the deterioration in the 
balance of payments. Finally, the report tleals with wages, inflation, 
niohihtv of roources and eflicicnev.* 

Canada’s report, admirable as it is. is concerned primarily with 
tran.sitional problems. We reproduce a few interesting paragraphs. Its 
objectives emphasize a high and stable level of employment, not full 
ein|)lovment. The government recognizes the tlifiiculty of offsetting fluc- 
tuations induced by fluctuations originating abroad. Intcniationally, it 
would rely ])rimarily on c.xchange stability, free capital movements, 
stability in e.xport prices, and. in general, on international co-operation. 
As might be expected of a country greatly influenced by the economic 
])hilo>ophy of the United States. Canada offers a j^rogram which might 
well be cliaracterized as more orthodo.x even than the Churchill docu- 
ment. and certainly more so than the Australian.® 

Since 1942, South Africa, under the aegis of the Social and Eco- 
nomic Planning Council, has issued many interesting documents. Limi- 
tation of space alone excludes reproduction of jrart of these.*” In fiscal 
policy, the government would attempt to maximize income and stabilize 
the cycle. These goals would be achieved in part by excluding taxes that 
weigli heavily on investment and consumption, by reducing taxes and 
raising expenditures in recession, and, conversely, increasing taxes and 
reducing expenditures in prosperity. The South African Council also 
presents interesting plans for social security, for the future of farming, 
and for better treatment of native labor. In farming, for example, the 
objective is to raise productivity, allow the adjustment of domestic to 

' The last is discussed in paragraphs 63-74 of the Australian Report, the 
emphasis l»cing placed on the contributions to efficiency of adequacy of demand, 
measures to stimulate improvements, and proper allocation of resources. 

“The Canadian document will be found in Hearings before Subcofitmillee on 
Banking ami Currency U.S. Senate on Full Entploynient Act of 1945 (revised, 
1945), pp. 104-18; the .Australian, i7'id., pp. 86-104. 

“'Sec csiiccialty Social and Economic Planning Council: First Atutual Report 
(1945); aitd Fiscal Policy (1945); The Future of Fanning in South 

Africa (1946) ; Report of the Social Security Coniiniltee and Report No. 2 of the 
Social and Economic P/aHMni«7 Council (1944); The Native Reserves and Their 
Place in Ihc Economy of the Union of South Africa (1946). 
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international prices, influence the type of farming, and encourage jiropcr 
measures of consumption through the use of sul)siclies. 

Jl’e uotif reproduce Ihe documculary jiuiterial. 


Employment Policy” 

Foreword 

The government accept as one of their primary aims and responsi- 
bilities the maintenance of a high and stable level of employment after 
the war. This Paper outlines the policy which they propose to follow in 
pursuit of that aim. 

A country will not suffer from mass unemployment so long as the 
total demand for its goods and seirdces is maintained at a high level. 
But in this country we are obliged to consider external no less than in- 
ternal demand. The government arc therefore seeking to create, through 
collaboration between the nations, conditions of international trade 
wliich will make it possible for all countries to pursue policies of full 
employment to their mutual advantage. The discussions which have been 
undertaken to this end are briefly mentioned in Chapter I of this Paper. 

If by these means the necessary expansion of our external trade can 
be assured, the government believe that widespread unemployment in 
this country can be prevented by a policy for maintaining total internal 
expenditure. The measures by which such expenditure will be influenced 
are described in Chapters IV and V. 

There will, however, be no problem of general unemployment in the 
years immediately after the end of the war in Europe. In this transition 
period our problems, though no less difficult, will be different. It will be a 
period of shortages. Though there will be risk of unemployment due to 
the dislocation involved in the gradual change from war to peace, the 
total manpower available will be insufficient to satisfy the total demand 
for goods and ser\’ices. It is likely to be some time before the need arises 
to put into oi>eration the long-term policy for averting mass unemploy- 
ment which is described in Chapters IV and V. The PajKr therefore 
deals first, in Chapters II and III, with the special problems of the transi- 
tion period and the measures to be taken for preventing local unemploy- 
ment by securing a balanced distribution of industry and labour. 

Unlike other Papers on post-war problems which the government 
have presented or are preparing, this is not primarily an outline of 
projected legislation. For employment cannot be created by Act of Par- 


“ British White Paper on Employment Policy (1944), pp. 3-6, 10-11, lS-28. 
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li.'inKiit Of by government acti<^n alone. ( iovernnient policy will he di- 
rected to bringing about coiuliti<»n> favourable to the niaiiitenance of a 
high lewl of einploynu nt ; and .>.t)inr legi'lalion will be recpiirod to con- 
fer jK)\\ers which are needed for that pnrpo'-e. Hut the .Micce>s of the 
policy outlined in thi> Paper will ultimately clepeiid on the unckrstaiul- 
ing and -upport of the comniunit\’ a-^. a whole — and cspeciallv on the 
elVort' of einjiloyers aiul workers in indu-«(r\-; for without a rising stand- 
ard of imlustrial erticienc>- we catinot achii \e a high level of employment 
combined with a rising »tandar<l of living. 


Chaf)(cr I : 


7 he Inlernniion/il nttd fndu.\lri(il Btu kgroxoid 


( M Ibis Paper is concernetl with the course of policy which the 
gtiverniiient propose to fo]k)w internally in order to maintain the high- 
est possible level of employment. Hut the level of employment and the 
staiulard of living which we can maintain iti this country do imt de- 
pend only upon coiuhtions at home. W mnst ctmtinue to import from 
abroad a large proportion of our foodstuds aixl raw material.s, and to a 
greater extent than ever before we shrdl have to pay for them hy the 
export of our goods and services. I*'i>r as the result of two world wars wc 

» a 1 1 1 c {jreatiT part of tho foreign investments 
wlueh we built up over tnany years when we were the leading creditor 
couniiy of the world. It will not, therefore, he enough to maintain the 
volume of our pre-war exports; wc shall have to expand them greatly. 

(2) A country dcpcmlcnt on export.s — atul reiving largely, as wc do, 
on tlic export of manufactured goods of high ipiality — ticeds prosperity 
in its ovcr.sca markets. This cannot be aclncve<l without cfTcctive collab- 
oration among the nations. It is therefore an essential part of the govern- 
ment s employment policy to co-operate actively with other nations, in 
the fir.st place for the re-cstahlishment of general economic stability 
after the shocks of the war. and ticxt for the progressive c.xpansion of 
trade. 


(3) The aims of this international co-operation arc to promote the 
beneficial exchange of goods and services between nations, to ensure 
reasonably stalile rates of exchange, and to check the swings in world 
commodity prices which alternately inflate and destroy the incomes of 
the i)rimary producers of loodstufTs and raw materials. It will also be 
necessary to arrange that countries which are faced with temporary 
difficulties in tlicir balance of payments shall he able both to take ex- 
ceptional measures to regulate their tmi>orts and to call on other nations, 
as good neighbours, to come to their help, so that their difficulties may 
be cased without recourse to measures which would permanently arrest 
the flow of international Irade. 

(4) The government have already given proof of their intentions.. 
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They have signed the Atlantic Charter. They have made a Mutual Aid 
Agreement with tlie government of the United States of .America,'- Diie 
of the chief aims of which is agreed action “directed to the expan'inn, 
by appropriate international and domestic measures, of proihicti m, em- 
ployment and the exchange and consumption of goods.” I hcy liavc also 
declared their acceptance of the comprehensive recommendations made 
to the Governments anti authorities of fortv-four nations hv the United 
Nations Conference on Food and Agriculture held at Hot Springs in 
1943. in so far as tliose recommendations are applicable t») conditions in 
the United Kingdom. One of tliose recommeiulations"* recognises iliat 
‘‘the promotion of the fidl employment of human and material resources, 
based on sound social and economic policies, is the first condition of a 
general and progressive increase in production and purchasing power. 
. . . Progress by individual nations toward a higher standard of living 
contributes to the solution of broader economic problems, but freedom 
from want cannot be achieved without effective collaboration among na- 
tions.” 

The governmejit are considering, with the governments of others of 
the United Nations, how the.se general agreements regar<ling the common 
ends of international economic policy can best be carried out in practice. 
For this purpose they are working in close consultation with the govern- 
ments of the Dominions and of India. The early renewal of the economic 
strength of the Rritish Commonwealth of Nations and the economic de- 
velopment of our colonial dependencies are among the substantial con- 
tributions we can make to stability in the world’s economic order. The 
government will also collaborate with other governments in considering 
how effect may be given to the principles and recommendations recently 
put forward by the International Labour Organisation. Further reports 
on all these matters will be made to Parliament in due course. 

(5) While the goveniment will spare no effort to create, in collabo- 
ration with other governments, conditions favourable to the expansion 
of otir export trade, it is with industry that the responsibility and initi- 
ative must rest for making the most of their opportunities to recover 
their export markets and to find fresh outlets for their products. In the 
interest of the whole national economy, our export industries must be 
resilient and flexible ; and in the |x*riod immediately after the end of the 
war their claims for raw materials, labour and factory sjxice freed from 
war purposes must have a high priority. 

(6) 1 hough there will be special reasons for giving this measure of 
early priority to the export trades, the need for increased efficiency in 

“Cmd. 6341, 1942, part of Article VII. 

“Cmd. 6451, 1943, Resolution XXIV, “Achievement of an Economy of 
Abundance.” 
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iiulustrv is in no wav limited to those trades. To maintain and improve 
(inr standard of living there must be steady progress in the cfticiency of 
onr iiulnstry as a whole. During the war British industry has amply 
<lcmonstrated its ])ower to improve tlie technique of its production, and 
this imprenement must continue if we are to solve the problems of the 
])ost-war years. The government have been considering, as part of their 
general reconstruction plans, what help they can give to this end. The 
Chancellor of the Exchequer has already announced in his Budget 
speecli the means hv which taxation policy will he adapted to foster the 
clevclojnnent of industrial research, and to facilitate the modernisation 
of in<liistrial plant, machinery and buildings. These important modifica- 
tions in the incitlence of taxation on industry will make a substantial 
contribution towards industrial recovery after the war and will pave the 
way for a continuous technical advance throughout British industry. 
*I he means of promoting industrial efficiency will he kept under con- 
stant review — other proposals to this end arc already under examination 
— and the government will continue from time to time to report their con- 
clusions or present their proposals to Parliament on this subject. 

(7) The earlier paragraphs of this Chapter, which were concerned 
with the balance of payments and the e.xport trades, referred mainly to 
the manufacturing industries. In the remainder of this Paper the term 


"industry" is used in its widest sense to cover all the manifold activities 


which provide employment. Thus, it includes, not only the manufacturing 
aiul processing industries, hut the industries providing raw materials 
atid primary products, such as agriculture, forestry, fishing and mining, 
services si:ch as shipping, inland transport and the distributive trades, 
and all the varied activities of commerce. 


The prosperity of a particular industry depends partly on circum- 
stances peculiar to that industry and partly on the general economic 
condition of the country. This Paper sets forth the government’s policy 
for securing general conditions favourable to a high level of employment 
throughout industry as a whole. In adilition, special measures may be 
taken from time to time which arc directed to the circumstances of par- 
ticular industries. The govenimcnt have, for example, declared their 
determination to ensure that wc shall have in this country after the w’ar 
a healthy and wcll-balanccd agriculture ; and the special measures needed 
to secure this arc now being discussed with representatives of the indus- 
try. This Paper docs not deal with special measures which are peculiar to 
a particular industry. But all alike will benefit from the general policy 
which it describes : for. to the extent that this policy succeeds in main- 
taining a high level of employment, it will sustain the demand for goods 
ami services of all kinds. . . 


"Chapter ir. paragrapli.«i 8-19 (pp. 6-10), omitted here, discusses the transition 
from war to peace. 
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Chapter III: The Balanced Distribution of Industry and Labour 

(20) Before proceeding (in Chapters I\’ and \’) to describe ilie 
long-term policy proposed for maintaining total expenditure, it is neces- 
sary to turn aside from the main argument of the Paper to tlescril)e the 
measures which the government will take to check the develojxnent of 
localised unemployment in particular industries and areas. Although 
their effect will continue for many years thereafter, these measures will 
begin to operate in the transition period and can therefore he described 
most conveniently at this point in the Paper. 

(21) Apart from temporary unemployment due to the seasonal and 
other irregularities in particular trades, patches of longer-tenn unem- 
ployment <levelop in particular industries and areas when the demand 
for their products is insufiicient to provide work for the whole of their 
labour force. This is due to a temporary or a permanent decline in an 
industry or group of industries caused by technical change, the trend of 
fashion, or the growth of foreign competition. 

(22) Unemployment of this type was a familiar feature in this coun- 
try’s economic life between the wars. The industries alTected were mainly 
export trades — such as cotton and coal — and some of the heavy indus- 
tries which had been greatly expanded during the last war. Areas which 
were largely dependent upon depressed industries .showed hea\')' unem- 
ployment percentages, not only in the basic industries, but in subsidiary 
local trades and occupations as well. 

(23) The suffering in these areas was enhanced by their lack of a 
proi)cr industrial balance. An area may be industrially unbalanced either 
because it is over-dei>endent upon a single industry' or group of indus- 
tries which tend to fluctuate together ; or because it is predominantly 
concerned with the export trade, which is especially liable to sudden 
fluctuations not wdthin the control of our internal policy ; or because it 
contains industries which provide employment mainly for men or mainly 
for women ; or because its industries are subject to unpredictable changes 
in demand. Dependence on a single industry and the subsidiary indus- 
tries which grow up round it is a natural form of industrial development 
which has in the past enabled certain areas to reach the highest peak of 
temporary prosperity while circumstances were favourable. Shipbuilding 
and the heavy industries in the industrial belt of Scotland, coal and iron 
in South Wales, and cotton in I-ancashire arc examples. But the price to 
be paid for such temporary’ prosperity is high when the period of depres- 
sion comes. A region like South Wales in the early twenties, with half 
its workers employed in getting coal, three-fifths of which was shipped 
overseas, was dangerously dependent upon foreign trade. Conversely, 
regions with a wide range of industrial skills, like Birmingham, have 
been able to see many of their old industries die away during the past 
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half century without losiiii» their general prosperity, because they have 
had the resilience to develop new activities to replace those which be- 
came obsolete. 

(24) I he tirst line of attack on the problem of unemployment in 
these unhalance<l areas must be to promote the prosperity of the basic 
mdusines on wliich they |>rimarily depend, e.g,. coal, steel, engineering 
and shipbuilding. It will be an aim of government jKilicv to help these 
mdnstnes to reach the highest possible pitch of efficiency, and secure 
oversea markets. 

Secondly, these industries, and the areas which arc largelv dependent 
<*n them, will share in the benefits which will (low from the governments 
policy (explained in Chapters W and V ) for maintaining dome.stic ex- 
penditure at a high level. Hut it will not be enough to rclv on the general 
maintenance of purchasing power to solve all the proble'm.s of local un- 
employment. A solution on these lines alone would be too long drawn 
out and might involve the partial depopulation of industrial regions 
uhich are a national asset that we cannot afford to lose. 

( 2 . 1 ) I hc government therefore propose to attack the problems of 
local iiiicinployincnt in three ways : 

(a) Hy .so influencing the location of new enterprises a,s to di- 
versify the industrial composition of areas which are particularly 
vulnerable to unemployment. 

(b) Hy removing obstacles to the transfer of workers from one 
area to another, and from one occupation to another. 

(c) Hy providing training facilities to lit workers from dccHning 
industncs for jobs in expanding industries. , . 

Chapter IV: General Conditiom of a High ami Stable Level of 
Employment 


(37) In the transition period, as we have seen, employment policy 
will be primarily conccrne<l with the transfer of men and women to 
peace-time jobs. But however .smoothly this transition can be made, and 
however rapid may be the return to nonnal conditions, there will still 
remain for treatment those long-term problems connected with the main- 
tenance of an adequate and steady volume of employment which eluded 
solution before the war. 

(38) The chart in Appendix I shows unemployment rates for the 
period 18.1&— 1938. Throughout the period there was a fairly regular 
cycle of unemployment-evidence of instability in our economic system. 
And (although the figures are not strictly comparable throughout the 
whole of the period) the average level of unemployment after the war of 


“The cud of Chapter III, paragraphs 26-36 
with the (listrihiition of industry and labor. 
Omitted Kcrc. 


(pp. 11*15), omitted here, deals 
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1914-iS was, on account of tlie special and continuing' problem.- of the 
export trades, higlier than in the period before 1914. 

(39; If these features which have aflhcted our economic life in the 
pa.st arc to be banished, as it is our resolve to Ivani.sh them, from the 
future, three e.ssential conditiun.s must be satisfied; 

(a) Total expenditure on goods ami >ervices must be ])re\ented 
from falling to a level where general tinem[)loymcnt appears, 

(b) The level of price.s and wages must be kept reasonably stable. 

(c; There must be a suiVicient mobility of workers beiwcen occu- 
pations and localities. 

[The Maintenance of Total Kxpenditure ] 

(40) Assuming a given level of wages and prices, and full mobilit\ 
of labour, workers will lose or fail to find em[)lovment because there is 
not a sufficiently large expenditure on the goods and services which ihev 
might produce. If more money is spent on goods and services, then more 
money will he j)ai<l out as wages and more people will he cinploye<l. 
Thus, the first step in a policy of maintaining general employment must 
be to prevent total expenditure (analysed in paragrapli 43) from falling 
awa). f)nce it is allowed to do so. a minor decline may rajiiclly gather 
momentum and take on the proportions of a major depression. If, for 
example, there is a decline in the demand for steel for the erection of 
new buildings, unemployment will first appear among steel workers. The 
steel workers, in conseijucncc. will have less to spend on fond and other 
consumer goods, so that the demand for consumer goods will fall. This 
leads to unemployment anuuig the workers in the consumer good.s in- 
dustries who. in turn, find their purchasing jxnver rc<!uced. As a result 
of this general loss of purchasing power in the community, the demand 
for new building is still further reduced and the demand for construc- 
tional steel falls once again. The original decline in expenditure pro- 
duces secondary rcaction.s which themselves aggravate the source of the 
troulde, 1 his is an over-simplified illustration, hut it is sufricicnt to make 
It clear tint tlic crucial moment for intervention is at the fir.st on.si-t of 
the deprr-ssion. A corrective applied then may arrest the whole decline: 
once the rk-chne has spread and gathered momentum, inten-entions on a 

nnich f'reater scale would he rcfiuircd— and at that stage might not he 
effective. ^ 


, ^ government are prepared to accept in future the responsi- 

bility taking action at the earliest possible stage to arrest a threatened 
slump. This involves a new approach and a new rcsponsibilitv for the 
state. It was at one time believed that every trade dejiression would auto- 
matically bring Its own corrective, since prices and wages would fall, the 
fall in prices would bring about an increase in demand, and employment 
would thus be restored. Experience has shown, however, that under mod- 
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ern conditions this process of self-recovery, if effective at all, is likely to 
be extremely j)rolonged and to be accomj)anied by widespread distress, 
particularly in a complex industrial society like our own. 

(42) The methods which the government propose to adopt to main- 
tain total expenditure are described in Chapter It will, however, be 
convenient to analyse here the constituent parts of this total expendi- 
ture. for they dilTcr greatly both in their susceptibility to fluctuations 
atid in the case with whicli these fluctuations can be controlled. 

(43) In a country which could ignore the outside world these parts 
would be four in number : 

(n) Private Consiiwf>lion Exf'ciuiitiirc: Private exi)enditure on 
food, clothing, rent, amusemetits, etc. 

{/») Public Expenditure on Current Services: Expenditure by 
public authorities on education, medical ser^’ices, national defence, 
etc- 

(<•) Private Investinent Expenditure^' : Private capital exiiendi- 
turc on buildings, machijicry and other durable equipment and on 
additions to goods in stock. 

(d) Public Ini'estment Expenditure^' : Capital expenditure on 
buildings, machinery, roads an<i other durable equipment by the 
central Government, local authorities or public utilities. 

Hut in a community linked with the outside world some cxi>enditure 
(i.c., that upon imports) docs not directly lead to employment at home, 
while some employment at home (i.e., labour engaged in making things 
for export) arises out of the expcndittire of people in other countries. 
It is convenient to allow for these facts by adding a fifth item (which 
may of course be a minus quantity) to the list of the constituents of total 
expenditure, namely : 

(e) The Foreign Balance: The difference between exports (visible 
and invisible) and imports (visible and invisible). 


Strictly speaking, net e.xpcnditurc in both cases, i.e., after allowing for ex- 
penditure on maintenance and renewal of existing capital equipment and of goods 
in stock. Such expenditure, of course, also gives rise to a demand for labour, but 
this is already allowed for in the figure of final demand for the goods, whether 
capita! or consumption goods, wliich the equipment is being used to make, and we 
miLst not count it twice. Indeed, if part of the sums currently set aside for depre- 
ciation. etc., are not actually being expended on renewals and replacements as has 
happened during the war, we must make a corresponding deduction from the ex- 
penditure on n«t> (^uipment in order to reach the true figure of “net investment 
expenditure.” Similarly, a deduction would have to be made for the depiction of 
stocks in any given period. 
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(44) Expenditure on private consumption is perhaps the element 
least liable to sudden and spontaneous variation; for, so long as people's 
incomes do not greatly change, their habits of buying are !il<el> to re- 
main much the same. Public expenditure on current ser\ ices. including 
national defence, will also be fairly constant as a rule, unless the goveni- 
ment decide as an act of deliberate policy to vary expenditure on some 
items in order to compensate for swings in other parts of total tiational 
expenditure. Public capital expenditure has in the past fluctuated con- 
siderably, largely because public authorities have often taken the view 
that in a period of depression, when their revenue was precarious, econ- 
omy on capital expenditure was the right policy. 

(45) It is, however, in the two remaining components of total ex- 
penditure — private expenditure on capital equipment and the foreign 
balance — that spontaneous variations are likely to be greatest and at 
the same time most difficult to control. A business man deciding whether 
it is worth his while to sink tnore capital into his business will be influ- 
enced by a ver}' wide range of considerations: whether his market is 
likely to grow or decline ; what his competitors are doing ; whether prices 
are likely to go up or down ; whether the latest type of machinery is 
much superior to his own, and so on. It is in practice impossible to fore- 
see with any certainty what decisions business managements will reach 
on these matters: the prevailing atmosphere of optimism or pessimistn. 
particularly in periods of rapid industrial change, probably has as much 
influence on them as any indei>endent analysis of the facts. 

(46) In the majority of highly industrialised communities it is ex- 
penditure on private investment which is the most usual and 'most potent 
cause of instability in total expenditure, and consequently in employ- 
ment. But this country, because of the relative importance of its export 
trade, which before the war provided employment for about one and 
three-quarter million persons, is also particularly subject to flitctuations 
in employment arising from fluctuations in international trade. In 1929, 
for instance, the depression in British industry w’as transmitted to this 
country from abroad. The state of our foreign balance depends ver>' 
largely upon the behaviour of persons and governments outside our 
jurisdiction. Our aim must therefore l>c to agree with other countries on 
international measures which will be to our mutual advantage and will 
render them partners with us in a common economic policy. As has been 
mentioned in Chapter I, the government have already embarked on such 
discussions, with the object of increasing and stabilising the volume of 
world trade. 

(47) The most serious obstacles to the maintenance of total ex- 
penditure therefore lie in these highly inconvenient facts : 

First, those elements in total expenditure which are likely to fluctuate 
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niosi — private investment and the foreign balance — happen also to be 
the elements which are most diflicult to control. 


Secondly, an increase in one i>arl of total expenditure can only w ithin 
litriii> olT'ct a decrease in antuher. I*'or if. through a decline in private 
inve.^tment. tlie con.strnction of new factories is discontinued and build- 
ing l.ilKimers are tlirown out of work, it may be useful to stimulate the 
jHirchase of clothing but it would l)e i»lle to expect the building labourers 
to turn up the next <lay ready to han<lle sewing machines in the clothing 
factories. Again, if important Hritish exports fell olT sharply, it would 
he essential, at the earliest moment, to find alternative exports to fill the 
gap: an ex|ian>ion of internal demand would not alone he an appropriate 
remedy and indeed, if it were applied too vigorously, might lead to in- 
flation. 


(4S) The guiding [irinciples of the government's policy in main- 
taining total expenditure will he as follows: 

(a) To avoid an nnfavonrahle foreign balance, we must cxp<irt 
much more than we did before the war. 

(10 Everything possible must he done to limit dangerotis swings 
in expenditure oji private investment — though success in this field 
may he particularly difficult to achieve. 

(c) I'uhlic investment, Ixith in timing and in volume, must be 
carefully planned to offset unavoidable fluctuations in private in- 
vestment. 

fd) W'c must he ready to check atul reverse the decline in expendi- 
ture on consumers’ gootls which iwirmally follows as a secondary 
reaction lo a falling off in private investment. 

The plans which are being prepared for this purpose arc described in 
Chapter \‘. 


[ Tlic Siabilily of Prices and Wages ] 

(49) Action taken by the government to maintain expenditure will 
be fruitless unless wages and prices arc kept reasonably stable. This is 
of vital importance to any employment policy, and must be clearly under- 
stood by all sections of the public. If \vc arc to operate with success a 
jinlicv for maintaining a high and stable level of employment, it will 
be essential that employers and workers should exercise moderation in 
wages matters so that increased expenditure provided at the onset of a 
depression may go to increase the volume of employment. 

(50) This docs not mean that every wage rate must remain fixed 
at a particular level. There must always be room for the adjustment of 
wages and conditions, e.g., on account of changes in the form, method 
or volume of production. Also there must be opportunity for the removal 
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of anomalies in the rate of remuneration of dilTerent "rndes and cate- 
gories of workers, both within an industry and between ditTercnt iiuhis- 
trics. The principle of stability does mean, however, that increases in 
the general level of wage rates must be related to increased productivitv 
due to increased efficiency and effort. 

(51 ) An undue increase in prices due to causes other than increased 
wages might similarly frustrate action taken by the government to main- 
tain employment. If for example, the manufacturers in a particular 
industry were in a ring for the purpose of raising prices, additional 
money made available by government action for the purpo.se of main- 
taining employment might simply be absorbed in increased profit mar- 
gins and no increase in employment would result. 

(52) Stability of wages and stability of prices are inextricably con- 
nected. If the general level of wage rates rises and there is a correspond- 
ing increase in prices of goods for civilian consumption, the individual 
wage-earner will he no better off and there mav be no increase in the 
total amount of employment available. 

(53) rinis, the stability of these two elements is a condition vital 
to the success of employment policy; and that condition can he realisc<I 
only by the joint efforts of the govcriiment, employers and organised 
labour. The government for their part are jirepared to do what they can 
to stabilise prices so as to avoid or mitigate changes not rendered in- 
evitable by higher costs cither of imjiorts or of production at home. If, 
however, the cost of living is thus kejit stable it must he regarded as 
the duty of both side.s of industry to consider together all possible means 
of preventing a rise in the costs of production or distribution and so 

avoiding the rise in prices which is the initial step in the inflationary 
process. 

(54) Workers must examine their trade practices and customs to 
ensure that they do not constitute a serious impeilimcnt to an expan- 
sionist economy and so tlefeat the object of a full employment pro- 
gramme. 

Emjiloycrs, too. must seek in larger output rather than higher prices 
the reward of enterprise and good management. There has in recent 
years been a growing tendency towards combines and towards agree- 
ments, Iwth national and international, by which manufacturers have 
sought to control prices and output, to divide markets and to fix con- 
ditions of sale. Such agreements or combines do not necessarily operate 
against the public interest ; but the power to do so is there. The govern- 
nient will therefore seek power to inform themselves of the extent and 
effect of restrictive agreements, and of the activities of combines ; and 
to take appropriate action lo check practices which may bring advantages 
to sectional producing interests but work to the detriment of the country 
as a wliole. 

12 
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[ The Mobility of Labour] 

(55) Lvcn if iIktc is an adequate overall demand for labour, 
maintained t)y a total expenditure snflkient to provide everv worker 
with a job. it does not follow that unemployment will altogether dis- 
appear. In an economy which aims at keeping employment at its highest 
level, change will alwavs be going on; new industries will be starling 
tip. new processes replacing old: new ways of meeting consumers' 
demaiul will be under experimetit. Xnmbers of people will therefore be 
registering as unemployed at Kmployment Exchanges on anv particular 
date — there will always be people who are changing from one job to 
another, or are unemployed for some such temporary reason. If short- 
term unemployment arising from such causes is to be reduced to a 
minimum every individual must exercise to the full his own initiative 
in adapting himself to changing circnmstances. The government will 
assist by the measures desigtied tt> bring the men to the work ami the 
work to the men which ha\e heen described in Chapter 111. Thev will 
also seek to prevent mobility of labour being impeded by arrangements 
of a type sometimes made before the war whereby workers worked 
part-time and claimed unemployment benefit for the rest of the work. 

(56) It would be a di.saster if the intention of the government to 
maintain total expenditure were interpreted as exonerating the citizen 
from the duly of fending for himself and resulted in a weakening of 
])ersonal enterprise. For if an expansion of total expenditure were ap- 
jilied to cure unemployment of a type due, not to absence of jobs, hut 
to failure of workers to move to place and occtipations where they were 
neetled, the imlicy of the government would be frustrated and a danger- 
ous rise in prices might follow. 


C.hapfcr I’: Methods for Mnifitainiug Total Exl>en(l!lure 

[ Capital Expenditure ] 

(57) If we coidd stop violent fluctuations in public and private 
capital expenditure taken together, and could keep the foreign balance 
reasonably stable, we should have gone far to prevent wide variations 
in (Icmand and consequently in general employment. The following 
paragrajihs outlitic the measures by which the government propose, as 
part of their long-term ixilicy, to influence the volume of capital ex- 
penditure, private and public. 

(58) In ordinary times the volume of capital expenditure is influ- 
enced by movement in the rate of interest. If the cost of borrowing 
money is high, some projects which are not profitable at that rate will 
be held Lack. When it falls again, those projects will be brought forward 
and others will also be taken in hand. 
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(59) For some time after the end of the war it will be necessary, 
as explained in paragraph 16. to maintain a policy to cheap money. 
Thereafter, the possibility of influencing capital expendiinre b\- the 
variation of interest rates will be kept in view. The cxperiejice gained 
since 1931 of co*o])cration in this field between tlic Treasury and the 
Bank of England and the joint Stock Banks will make it i^ssible to 
operate a concerted and eflcctive monetary policy designed to promote 
stable employment. 

(60) Monetary policy alone, however, will not be sufficient to defeat 
the inherent instability of capital expenditure. High interest rates are 
more effective in preventing excessive investment in periods of pros- 
perity than are low intere.st rates in encouraging investment in periods 
of depression. 

(61) Ihe government therefore propose to suj)plement monetary 
policy by encouraging i)rivately-owned enterprises to plan their own 
capital expenditure in conformity with a general stabilisation policy. 
The larger private enterprises may be willing to follow, in their owm 
interests, the example set by the government in the timing of public 
investment and to adjust their activities accordingly. For to a strong 
and well-established business, confident of its long-run earning powers, 
there are obvious attractions in executing plans for expansion or for the 
replacement of obsolete plant at times when costs are low. And a wider 
understading of the social importance of the aims of employment policy 
should inform and reinforce the interest which business men as a whole 
undoubtedly have in evening out fluctuations in capital e.xpenditure. A 
further inducement would be provide<l if it were found practicable to 
adopt a device similar to tliat of the deferred tax credits mentioned in 
paragraph 72 below and calculated to stimulate capital expenditure at 
the onset of a depression. This and other possible methods of influencing 
the volume of private investment will continue to be studied as knowl- 
edge and experience of the new technique for maintaining total expendi- 
ture are accumulated. 

(62) Public investment can, however, be used more directly as an 
instrument of employment policy. 

Only a small proportion of public capital expenditure is undertaken 
by the central government, by far the greater part being within the 
province of local authorities and public utility undertakings. In the past, 
capital expenditure by these authorities has generally followed the same 
trend as private capital expenditure — it has fallen in times of slump and 
risen in times of boom, and has tended therefore to accentuate the peaks 
and depressions of the trade cycle. In the future, government policy will 
be directed to correcting this sympathetic movement. It should be pos- 
sible for the government to maintain the stability of public investment 
when private investment is beginning to fall off at the onset of a depres- 
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sioii. Rut this may not l)e enmigh; for the purpose of maintaining gen- 
eral employment it is desirable that public investment should actually 
expand when private investment is declining and should contract In 
periods of l)oom. There are. however, practical limits to the extent to 
which government action can produce swings in jmblic investment to 
offset such swings in private investment as it cannot prevent. Thus, a 
large part of the capital expenditure of public authorities— for example 
on housing, schools and hospitals — is dictated by urgent public needs, 
the satisfaction of which cannot readily be postponed to serve the pur- 
jK)scs of employment policy. And. in the other direction, the government 
could not compel substantia! acceleration of the capital programmes of 
these public authorities without much more power of direction that they 
lu.w possess. There arc, therefore, limits to the policy: but within those 
limits the government believe that they can influence public capital ex- 
peiuliturc to an extent which will be of material value for the purpose 
of maintaining cm|)lovmenl. 

(63) The procedure which the government have in mind is as fol- 
lows. All local authorities will submit annually to the appropriate De- 
partment their programme of capital exi>enditure for the next five years. 
I'or the first of those years, at least, the plans will have been worked out 
in all details and will be ready for immediate operation; for the later 
. a 1 h 1 ^e increasingly tentative and provisional. These 

programmes will then be as.sembled by an appropriate co-ordinating 
body under Ministers and will be adjusted, upward or downward, in the 
light of the latest information on the prospective employment situation. 
If this entails a slowing down of programmes, adequate powers, through 
the withholding of loan sanctions or grants, are ready to hand. If it 
entails an acceleration, the government will, by granting loan sanctions 
or othenvise facilitating finance, bring forward projects which other- 
wise might have had to wait for a later opportunity. 

The government are considering the lines on which this procedure 
can he applied to the programming of capital expenditure by public 
utility companies. 

The machinery envisaged in this paragraph will enable the govern- 
ment to set each year a target for the whole volume of public works in 
the succeeding year. 

(64) In order that public investment may be more quickly mobilized 
to redress the balance of private investment the government also intend 
to seek means of reducing the time-lag which ordinarily intervenes 
between a decision to undertake public capital expenditure and the actual 
start of the work. Speed here is crucial, for if a decline in demand can 
be caught quickly enough and corrected, a comparatively modest amount 
of compensating expenditure will be sufficient to restore the balance. 

The government therefore propose that the existing arrangements 



THE UXITED KINGDOM AN'O THE DOMINIONS 


179 


between themselves and other public authorities should be reviewed, in 
consultation with those aulliorities. in order that any causes of unneces- 
sary delay in varying the level of this expenditure mav be removed. 
There may also be other retarding influences, e.g.. in 'Parliamentary 
Private Bill procedure, which are capable of improvement. 

(65) Finally, forward planning may have to be carried down to the 
industries which supply the primary needs of public investment. Much 
time would be saved if. in those cajiital industries which are most sub- 
ject to fluctuations and are the first to be affected by an increase in 
public investment, attention had been given before hand to the quickest 
ways of switching production from the types of article needed for private 
investment to the ty|>es required for those forms of public investment 
which stand highest in priority on the reser\-e list of public works. 

(66) The government believe that in the past the power of public 
exj>enditure, skilfully applied, to check the onset of a depression has 
been underestimated. The whole notion of pressing forward quickly with 
public expenditure when incomes were falling and the otitlook was dark 
has, naturally enough, encountered strong resistance from persons who 
are accustomed, with good reason, to conduct their private affairs ac- 
cording to the very opposite principle. Such resistance can. however, be 
overcome if public opinion is brought to the view that periods of trade 
recession provide an opportunity to improve the ]>ermancnt equipment 
of society by the provision of better housing, public buildings, means 
of communication, power and water supplies, etc. 

[Consumption Expenditure] 

(67) If despite our efforts, there are still swings in capital expendi- 
ture. with consequent fluctuations in the expenditure of people engaged 
in the industries producing capital goo<ls, such as the iron and steel 
industry, the incomes of persons engaged in making clothing, wireless 
sets and other goods for consumption will also be lowered. These ]>er- 
sons in turn will reduce their rate of consumption of food and other 
goods and thus the influence of the original swing in investment will be 
rapidly transmitted througiiout the whole range of indu.strics. 

(68) We must create another line of defence against this progressive 
degeneration of the state of trade by putting ourselves in a ixisition to 
influence the community’s expenditure on consumption. Here again, 
speed will be essential. The ideal to be aimed at is some corrective in- 
fluence which would come into play automatically— on the analog)' of 
a thermostatic control — in accordance with rules determined in advance 
and well understood by the public. 

For this purpose the government, after examining a number of 
methods, favour the adoption, when settled conditions return, of a 
scheme for varying, in sympathy with the state of employment, the 
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weekly coiUvilnition to be paid by employers and employed under the 
proposed new system of social insurance. The standard rate of contribu- 
tion would be assessed on the basis of a forecast of the average level 
of unemployment, in such a way as to keep the social insurance fund 
in balance over a number of vears. But the rate of contribution actuallv 
le\ ied would e.Kcee<l the standard rate at times when unemj)loyment fell 
below the cstimatc<l average level and would be less than the standard 
rale at times when unemployment exceeded this average. An outline for 
a .scheme of this kind is set out. by way of illustration, in Appendix I!.** 

(69) The effect of th's scheme would be that, above a certain level 
of unetnployment, a rise of two points in the unemployed percentage 
would decrease by an average of £500.000 a week the total of the social 
insurance contributions paid by workers in employment — apart from the 
corresponding reduction in the costs of employers. This would substan- 
tially augment the pnrchas’ng power in the hands of employed workers; 
and the additional money thus left in the hands of many millions of 
people would help to maintain tleinaiul for consumers’ goods, thereby 
offsetting, at least in part, the decline in the expenditure of those who 

’had lost their employment. This maintenance of purchasing jx>wer would 
reduce substantially the variations in total cxpemliture and employment. 

(70) A plan of this kind is in no way inconsistent with the con- 
tributory basis of the social insurance scheme. It is still intended that 
over a period of years the contributions to the fund, supjdcmcnted by 
state assistance on the agreed scale, should balance its outgoings, and 
that the standard rates of contributions should be altered from time to 
time of neccssarv to secure this result. 

(71) A scheme for varying social insurance contributions would be 
an inappropriate remedy for the type of unemployment which is likely 
to arise in the transition period. Moreover, there would be serious risk 
of confusion if such a scheme were brought into operation too soon after 
the introduction of the new svstem of social insurance. The introduction 
of that system will itself present a formidable problem of administration 
for the state, and contributors also will need time to adjust themselves 
to the new conditions. On both grounds it would be preferable that there 
should he an interval for the new svstem to establish itself before this 
additional complication is introduced. W'hile, therefore, the plan and 
any necessary (jualifications of it will be drawn up in detail, it will not 
be put into operation until the abnormal conditions of the immediate 
post-war years have disappeared. 

(72) The government have also examined a number of other devices 
for influencing the volume of consumption, such as the variation of rates 


*' Not rcproducwl here. 



THE UNITED KINGDOM AND THE DOMINIONS 


181 


of taxation and the incorporation ot some system of deferred credits 
as a permanent feature of national ta.Nation. Since after the war a \er\ 
considerable proportion of the national income will have to be taken in 
taxes, it is clear that relatively small variations in rates of taxation, 
whether efTected hv deferred cre<lits or oihcrwisc. will have a significant 
elTcct oti the purchasing power available to the public and so ciii em- 
ployment. Deferred cre<lits are preferable to any system of direct varia- 
tioti which, apart from its f>ther disa<lvantages. wotdd come into opera- 
tion more slowly than an effective policy <lemands. If experience shcnikl 
show that the variation of social insurafico contributions was of value 
in keeping employment steady at a high level, but that anotlicr instru- 
ment for operating upon the volume of consumption was also desirable, 
it might well become a matter for considcratioji whether in pro-s|X'rons 
times rather more ta.xation should he raised than was necessjirv for the 
Budget requirements of the year and that excess treated as a credit re- 
payable to the taxpayers in bad times. 

(73) These measures wouUl operate l)y increasing tlic purchasing 
power in the hands of consumers. Tliere is also the possibility, to which 
reference has alrea<ly been made in paragraph 44 above, that the govern- 
ment might directly sustain employment in consumer goods industries 
by placing orders at a time when the normal <lemand for their products 
was flagging. 

The government are large purchasers of certain types of consunter 
goo<ls, e.g., boots, clothing and furniture; and they coukl within limits 
vary the volume of these orders according to the general stale of trade. 
Local authorities could also he invited to aim at a similar variation in 
thefr orders for stores of this kind. If all public authorities adopted a 
policy of buying for stock when employment was flagging and allowing 
their stocks to run down when trade w.as brisk, they would make some 
contribution towards the stability of employment in those industries. 

It might be suggested that the government should go further and 
should place orders for consumer goods which are not required for gov- 
ernment use with a view to meeting a temporary deficiency in demand. 
This would, however, involve the purchase of goods by the government 
for subsequent re-sale to the public, and there would be a risk that gov- 
ernment stocks overhanging the market would create uncertainty and 
cause traders to reduce or postpone their orders for these goods. It is 
jK)ssibIe that for certain classes of goods government orders could be 
I)laccd without risk of these consequences ; and it is proposed to continue 
the study of this problem. Further examination is also being made of 
other methods for influencing the volume of employment in the con- 
sumer goods industries, including the possibility of regulating hire 
purchase transactions according to the state of trade. 
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[Ccniral Finance] 

(74) Xoiic of llie ni.iin proposals contained in this Paj>cr involves 
dcliherate planning; for a deficit in the National Budget in years of siih- 
nonna! trade activity. A policy of low interest rates is helpful rather 
than otherwise to the ihidget. Any action wliich can he taken to improve 
otir foreign halance work^ in the same direction. The designed varia- 
tions in the capital position of the social insurance fund will not affect 
tlie Revenue Budget. Financial imluceinents to public authorities to ex- 
pand cajiital ex|)enditure will mainly take the form of an annual grant 
towards meeting recurrent charges on the loans raised and their hurden 
will consecjuently he spread over a long period. Moreover, the sttcccss 
of measured designed to stabilise the national income and prevent cycli- 
cal depressions will have the effect of ironing out Budget deficit winch 
are normally associated with severe depression. 

(75) Mtich of the public capital cxi)enditure by public authorities 
which has been described is likely to l>c remunerative in the commercial 
sense and will amortise itself. There will be other public capital expendi- 
ture— e.g., on roads, schools, parks, etc. — which provides no as.scts 
yieUling income : but in modern communities borrowing for services of 
this kind is. within certain limits, regarded as nonnal practice. If the 
finances of local authorities are prudently administered, and a proper 
relation is kept between the growth of capital expenditure and the buoy- 
ancy of tra<le income, it is unlikely that the growth of their indebtedness 
woid<l involve an intolerable burden on local rates. If. however, the 
a<lditional capital expenditure which local authorities are a.sked to im- 
<lertake for reasons of employment policy would involve such a burden. 

the government would contemplate giving further financial assistance to 
them. 

(76) Nevertheless, the general growth of public indebtedness needs 
to be watched from a central .standpoint. As a result of two wars within 
one generation the national <lebt is now extremely large— l)oth absolutely 
and in relation to the national income. Whatever problems may arise 
from the growth of productive or semi-productive debt, they will be 
mitigated if we can move as soon as possible into a state of affairs in 
which an effective reduction can he made from year to year in that part 
of the public debt which is a dead-weight war debt. \\'^e start with a 
handicaj). In the transition period, when demand will be buoyant, the 
government would normally expect to budget for a surplus in order to 
jircpare for the lean years, lint during this period that aim is not likelv 
to be achieved. On the one hand government expenditure will still be 
very high oti defence and on reconstruction projects which cannot be 
<lclaycd : and on the other hand there will be a pressing need to reduce 
the present very high level of taxation in order to encourage industrial 
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re-equipment. It is inevitable therefore that we should emerge frr)m the 
transition period with some increase in our public indebtedness. 

(77) The policy ot steadily decreasing the dead-wciglu del)t, while 
other forms of debt are increasing, does not mean a rigid policy of bal- 
ancing the Budget each year regardless of the state of tratlc. Such a 
ix»licy is not required by statute nor is it part of our tradition. There is 
nothing to prevent the Chancellor of the E.xcheciuer in future, as in tlie 
past, from taking into account the requirements of trade and employ- 
ment in framing his annual Budget. As the same time, to the extetu that 
the policies proposed in this Paper affect the balancing the Budget in 
a particular year, they certainly do not contemplate any departure from 
the principle that the Budget must be balanced over a longer j)eriod. 

(78) Not only the national dead-weight debt in the narrow sense, 
but other public indebtedness which involves directly or indirectly a 
charge on the Exchequer or on the rates, reacts on the financial system. 
Interest atid other charges thus falling on the Exchetjucr are often re- 
garded as in the nature of a transfer income in the hands of the re- 
cipients and as imposing no real burden on the community as a whole. 
But the matter does not present itself in that light to the taxpayer, on 
whose individual effort and enterprise high taxation acts as a drag. At 
the same time. proi)er limits on public borrowing also depends on the 
magnitude of the debt charge in relation to the rate of growth of the 
national income. In a country in which «noney ijicomc is increasing, 
the total debt can be allowed to increase by quite apprecial)le amounts 
without increasing the proportionate burden of the interest on that debt. 
Owing to the prolonged decline in the birth rate and the present age 
distribution on the population we can no longer rely, as in the past, on 
an increase in the national income resulting solely from an increase in 
the number of income-earning persons. It is also possible, though not 
certain, that we may find that we receive a smaller volume of good.s 
from abroad in exchange for a given quantity of our exports. On the 
other hand, these difficulties would be more than offset bv continvied 
progress in technical efficiency, which is the dotninating factor in the 
growth of real national income. If British industry carries into the peace 
the inventive power, technical skill and adaptibility which it has shown 
during the war, we shall lie able in <lue time to carry our burdens with- 
out a sense of excessive stiain. 

(79) Both at home and abroad the hantlling of our monetary prob- 
lems is regarded as a test of the general firmness of the policy of the 
government. An undue growth of national indebtedness will have a (juick 
result on confidence. But no less serious would be a budgetary tleficit 
arising from a fall of revenue due to depressed industrial and commercial 
conditions. Therefore, in controlling the situation, especially in the dif- 
ficult years after the war, the government will liave equally in mind the 
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need to inamlaiii the iialiniial income, and the need for a policv of 
nulgetary c.)nilil)rjum such as will maintain the confidence in the future 
which IS necessary for a l.ealthy and enterprising industry. 

Chaffter J l: The roln \ iu Practice 


(SOj In submitting proposals for an extension of state control over 
the volume of employment, the government recognise that they are en- 
UTing a field where ihcorv can he applied to jiractical issues with con- 
fidence and certainty only as experience accumulates and experiment 
extends over untried ground. Xot long ago. the ideas embodie.l in the 
present proposals were unfamiliar to the general [mhlic and the subject 
of controversy among ecemomists. Today, the conception of an expan- 
sionist economy and the broad principles governing its growth arc 
widely accepted by men of affairs as well as bv technical cx]>erts in all 
the great industrial countries. But the whole of the measures here pro- 
posed have never yet been systematically applied as part of the official 
economic jmlicy of any government. In these matters we shall be pio- 
neers. W e must determine, therefore, to learn from experience ; to invent 
and improve the instruments of our new policy as we move forward to 
Its goal. And it would be no less foolish to ignore, than to be dismayed 
hvy the certainty that unsuspected obstacles will emerge in practice. 

(81) 'I'lie governmem intend to establish on a permanent basis a 
small centra] staff cpialified to measure and analyse economic trends 
and submit appreciations of them to the Ministers concerned. Particu- 
larly during the crucial early years of the scheme the responsibilities of 
this central staff will he very hca\ 7 ; for many of the decisions required 
to carry out the government’s cmploytnent policy will depend on (juick 
and accurate diagnosis. A slump may develop with fearful rapidity : in 
192(3-21 unemployment rose from 5 to 15 i>er cent in four months. 
Again, it is essential that we should not mistake the disease and so apply 
the wrong remedy. If, for example, we were to try to cure by means of 
.stimulating total expenditure an outbreak of unemployment which was 
really due to a temporary maldistribution of the labour force, we might 
create a dangerous inflation. Similarly, isolatc<l or incidental trade re- 
cessions will have to be distinguished from those which herald the onset 
of general unemployment. Questions of timing will be equally delicate : 
It is no easy matter to judge when a period of growing prosj^erity has 

reached its climax, is in process of turning into an inflation and requires 
corrective action. 

of the government’s policy will thus depend on the 
skill which is shown in putting general ideas into day-to-day practice, 
t IS therefore vital for them to obtain, more fully and much more quickly 
than they have in the past, exact quantitative information about current 
economic movements. Without this, informed control would be impos- 
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sible and the central staff which it is projioscd to set up would l)e left 
to grope and flounder in uncertainty. The government appeal with on- 
fidence to industry to join with them in a task which is es-^entially 
co-operative: for only industry can provide the statistical information 
rccjuired and only a centra.i authority can classify and analyse informa- 
tion <lrawn from the country as a whole. Just as the central organisation 
of a successful business must be in a position to know what is happening 
to each of its various branches, so the state cannot make its plans with- 
out knowledge of what is happening throughout the whole range of 
industry' and commerce. Information provided for this purpose will ot 
cotirse be treated as confidential; and figures will not be published in a 
form which would prejudice the position of any indivitlual firm. 

(83) The following are the principal classes of statistics (in a<ldi- 
tion to those available before the war) which must l>e obtained for the 
eflicient operation of an employment policy ; 

(a) Statistics of employment and unemployment, including quar- 
terly or monthly statements of pre.sent and prospective employment 
in the main industries and areas in the country, based on rcturn.s 
from employers. 

(b) Regular information relating to savings, projected capital 
expenditure by public authorities, and, as far as possible, by private 
industry. 

(c) An annua! census of production showing the structure of the 
main groups of industries in the preceding year, including. iiHer aha, 
details of the quantity and value of output, stocks, and work in 
progress. 

(d) Monthly figures of production, consumption and stocks, and, 
if possible, figures of orders on hand, based on sample returns ob- 
tained periodically throughout the year from large firms, trade as- 
sociations. and public institutions. 

(e) Annual and quarterly estimates of foreign capital movements 
and balance of foreign payments. 

(84) It is also proposed to develop the annual White Paper on Na- 
tional Income and Expenditure by providing a much more complete 
analysis than has hitherto been possible of the constituent parts of the 
country’s total expenditure. In particular, direct estimates will be made 
of the various tyjies of capital expenditure and the various sources of 
savings. This will be, in effect, the Capital Budget of the nation’s wealth. 

(85) This central analysis of our financial jxisition, which will l>e 
subject to continuous review and adjustment throughout the year, will 
serve as a basis for determining what measures are required to maintain 
employment and secure a rising standard of living. It will be essential. 
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therefore, that at cver>- stage there should also be parallel studies of the 

niatii)o\ver position. These will be undertaken by the Ministry of labour 

atul Xational Service who. in the light of the knowledge and experience 

which tlu-y have aaiiiircd during the war. will be specially well-e([uippcd 

to keep the einpknnient situation throughout the country utider constant 

rc\iew and to direct attention to the ctnploynient aspects of national 

policy. The surveys prepared by the Ministry of Labour will indicate 

the probable supply of labour over the coming i)eriod. the prosiKjctive 

changes in employment in the difTcrem industries, and the effects upon 

employment of government projects designed to modify the volume of 

investment of exi>en<lilure. The correlation of these complementary 

budgets for total expenditure and for manpower — will thus play a vital 

part m the formulation of government i>olicv for the maintenance of 
employment. 

(86) The Debates on the Hudget will in future provide an annual 
opportunity for Parliament to review the financial and economic health 
of the country as a whole, s-nd to consider the prospects for the coming 
year. Parliament will thus be asked to join with the government in 
framing and approving the general strategy for maintaining employ- 
ment. If. however, the jKilicy set forth in this Paper is to be successful, 
the government of the <lay must be able to take the tactical decisions for 
which It calls — and to take them ([uickly. Measures to increase total ex- 
lienditure at the onset of a depression may well be welcome ; hut the 
restraining measures appropriate to a boom may meet with opixisition 
unless they are seen and understood as part of a continuing policy for 
maintaining employment, and accepted as the price that must be paid for 
the success of that policy over the long period. If action is to he taken 
ciuickly enough to have its full effect, the government of the day must be 
able to rely on the support and co-operation of the public in' applying 
the principles of an agreed national policy. 

(87) The government believe that, once the war has been won, wc 
can make a fresh approach, with better chances of success than ever 
before, to tlic task of maintaining a high and stable level of employment 
Without sacrificing the essential liberties of a free society. They have set 
ont m this Pajier the lines on which they believe that task can most hopo- 
fnlly he attacked. In framing these proposals the government have had 
m min<l the more general aim of securing for the nation the most effec- 
tive use both of its man-power and of its material resources. That aim 
can be achieved only if the whole productive power of the nation is 
employed efficiently; it is not enough that it should he employed. The 
government therefore seek to achieve both work for all and a progressive 
increase m the economic efficiency of the nation, as joint elements in a 
growing national power to produce, to earn, and to enjov the fruits of 
increased well-being. 
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United Kingdom: Economic Planning*" 
Introductory 

(1) The object of economic planning is to use the national resources 
in the best interests of the nation as a whole. How this is done must de- 
pend upon the economic circumstances of the country, its stage of po- 
litical development, its social structure and its methods of government. 
The proi)er system of economic planning for the United Kingdom must 
start from this fact, and cannot follow some theoretical blueprint. Tlie 
following paragraphs describe what has been done so far. Tliey do not 
lay down any hard-and-fast system but rather explain the attempts which 
have been ami are being made to arrive at the best system of economic 
planning for this country. 

(2) There are over 20 million workers in this countiy-. Thev work 
with the aid of a vast capital equipment of factories, mines, railways, 
power stations, farms and buildings, which has been gradually built up 
over the last hundred years. They use raw materials drawn from all over 
the world. This manpower, and the materials and equipment it uses, con- 
stitute the national resources. Together they produce goods and services 
to a value of well over £8,500 millions a year; this is the value of the 
total amount of work done by the nation. 

(3) This body of workers and the goods and services they produce 
must satisfy five main national needs : 

(а) Defence. There must be enough men and women in the 
Armed Forces to carry out our military commitments, and enough 
equipment must be produced for them. 

(б) Payment for Imports. At least half our food is imported, 
and most of the basic materials for industry. Enough exports must 
be produced to pay for them. 

(r) Capital Equipment and Maintenance. The capital equipment 
of the nation — houses, machinery, power plant, roads, &c. — must be 
continually repaired and maintained, and should be steadily mod- 
ernised and expanded. More machine-power increases the output 
per man-hour, and thus the national resources. The production and 
maintenance of capital equipment is technically called “investment.” 

(d) Personal Consumption. Tlte regular consumption needs of 
the people must be met by the production, importation, transport 
and distribution of goods, and by the supply of services, such as 
banking, entertainment and facilities for travelling. 

(e) Public Services. There must be enough men and women to 
carry on the services provided by public authorities, such as educa- 

Economic Survey for 1947 (Cmd. 7046), pp. 4-9. 
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tioii, posts and tclcplumcs, police, street cleaning and the public 

administration generally. 

There are now special needs under (r) resulting from the war-time de- 
struction and from si.\ years’ interruption of the repair, maintenance and 
<lc\elopnicnt of macliincry. factories, houses, shops and other buildings. 

(4> These are the claims upon the nation's work. If more is 
re(|uired for one of these claims, it can he obtained only at the expense 
of the others, unless the .total amount of work done is increased. If the 
total resources are reduced, by unemployment or hv a fall in the output 
per man-year, then less of tlicsc rccjuircnients can he met. 

(5) .-\n examination of how to carry out the purpose of economic 
platining so as to achieve full employment was made <luring the war, 
and the results were given in the White Paper on Employment Policy 
( (.’md. 0527) issued by tlie Coalition Government in May 1944. 

(6) Shortly after the end of the war. the present government began 
to build up administrative machinery for economic planning. Some ac- 
cotmt of this was given in the debate in the House of Commons on 27th 
and 28th February, 1946. 

(7) This organisation came into being at the time when the main 
national need was to carry out demobilisation, to convert the munitions 
industries, aiul to set the civilian economy moving again. Its first task 
was to examine the rapidly changing situation, and to guide it is far as 
possible so as to ensure that first things came first. This Paper describes 
what has happened in the eighteen months since the war ended, and lays 
down what is required in 1947. 

Ihe Kind of Plan 

(8) There is an essential difTcrence between totalitarian and demo- 
cratic planning. The former subordinates all individual desires and 
preferences to the demands of the state. For this purpose, it uses various 
methods of compulsion ui^jn the individual which deprive him of the 
freedom of choice. Such methods may be necessary even in a democratic 
country during the extreme emergency of a great war. Thus the British 
people gave their war-time government the power to direct labour. But 
in normal times, the people of a democratic country will not give up their 
freedom of choice to their government. A democratic government must 
therefore conduct its economic planning in a manner which preserves 
the maximum possible freedom of choice to the individual citizen. 

(9) Moreover, our methods of economic planning must have regard 
to our special economic conditions. Our present industrial system is the 
result of well over a century’s steady growth, and is of a very complex 
nature. The decisions which detennine production are dispersed among 
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thousands of organisations and individuals. 'I'he public is accu.'toined 
to a wide range of choice and quality in what it buvs. .Kbove all. our 
national existence depends upon imports, which means that the gu(nl> 
we export in return must compete with the rest of the world in price, 
quality and design, and that our industry must rulapt itself rapidly to 
changes in world markets. 

(10) It follows that it is of the first imj)ortance that planning in 
this country should be as flexible as possible. In our determination to 
avoid the waste of unemployment we must not destroN' the essential 
flexibility of our economic life. 

(11) There are a number of basic industries and services — coal, 
power, steel, agriculture, transport, building — the eflicient development 
of which is fundamental to our entire productive acti\’itv. A long-term 
plan is being developed for each of these imlustries. It must be one of 
the chief aims of the government’s economic plan to see that these pro- 
grammes are pressed forward as fast as possible, and kept in proper 
relationship with each other and with the rest of the economy. 

(12) Starting from these consitlerations, the government is seeking 
to develop a system of economic planning, of which the following are 
the chief elements : 

(a) An organisation with enough knowledge and reliable infor- 
mation to assess our national resources and to formulate the 
national needs. 

(b) A set of economic “budgets” which relate these needs to our 
resources, and which enable the government to say what is the best 
use for the resources in the national interest. 

(c) A number of methods, the combined elTect of which will en- 
able the government to influence tlie use of resources in the desired 
<lircction, without interfering with democratic freedoms. 

(13) This system makes full use of the successful war-time experi- 
ence in managing the nation’s economic resources. Certain peace-time 
problems, such as control of balance of payments, can be handled by 
much the same techniques as were used for allocating our resources of 
manpower, materials and shipping during the war. Over the economy 
as a whole, however, the circumstances are entirely diflPerent. During 
the war, the government could direct labour and was the direct pur- 
chaser of a large part of the nation’s production. These two factors gave 
the government a control over the course of production which no longer 
exists. The government’s influence in peace-time must be exercised by 
other less drastic measures. 

(14) The main empliasis so far has been laid upon relatively short- 
term planning — planning for the next year ahead. This was the most 



190 


ECONOMIC PLANNING 


urgent need — a guide to the vast minibcr of decisions which had to be 
taken in the short-terni allocation of resources. But exactly the same 
approach can be and is being applied to the longer-term problem, in 
order to secure a balanced development of the economy as a whole. It is 
too early yet to formulate the national needs over, say, a five-year jieriod 
with enough preci.sion to permit the announcement of a plan in sufticient 
detail to be a useful practical guide to industry and the public. There are 
still too many major uncertainties, especially in the international eco- 
nomic field. But a considerable amount of work is being done on these 
lines, in order to clarify the national objectives for a longer period ahead 
than is covered by this Paper, and to provide a framework for the long- 
term decisions of government and industr}’. 

IIow the Plan Is Made 

(l.S) For a broad analysis of the national position, economic 
“budgets" are prepared for the period under discussion (at present the 
following year) setting out re.sources and re(|uircment.s iii terms of 
(a) manpower, an<l (1)) national income and expenditure. The man- 
power liudget compares the estimated future working population with 
the number of workers re.piircd, industry by industry. The national 
income and expenditure budget compares the estimated value of the na- 
tional production of goods and services with the value of all the goods 
and services reejuired. 

(16) These economic "budgets" are prejiared by a central staff, 
working with representatives of the Government Departments concerned 
uiKler an Official Committee. On the resources side, the Ministry of 
Labour forcca.sts the working population, and an estimate is made on 
the best evidence available of the prospective value of output. In regard 
to ref|uiremcnts. the position is less simple. Some, such as the manpower 
for the Armed Forces, originate within the governmental machine. 
Others originate outside the areas of governmental control, but are 
sponsored by Government Departments ; for example, the Ministry of 
Transport is rcsjxmsible for starting the requirements of the railways for 
equipment and maintenance, and the Ministry of Food for starting the 
estimated expenditure by the public on food. Others again, where no 
government control operates, are estimates of what the market will 
claim. 

(17) These statements are supplemented by analyses of particular 

])rol)lems : e.g. : (a) foreign exchange; (b) investment capital- 

equipment and maintenance) ; and (c) fuel and power, steel, timber 
and other scarce materials. 

(18) The foreign exchange statement compares our import require- 
ments with our prospective income from exports, visible and invisible. 



THE UNITED KIN'GDOM AND THE DOMINIONS 


191 


Consideration of this statement, in relation to the rate at which we cun 
affor<l to spend the United States and Canadian credits, jirovides the 
basis for deciding on the one hand the import programme, and on the 
other the export target. The latter is a claim on the manpower “Inidgel.” 

(19) The investment statement compares the estimate of what is 
required to he spent on capital equipment and maintenance, with the 
labour and materials available for the industries which ])roduce cipiip- 
ment, such as building and engineering. The production of the engi- 
neering industry must be divided between these home needs and the 
exj)ort market. It is also necessary to make sure that the plans under 
this head are consistent with the funds which are estimated to l>ecome 
available for financing capital work, which is an item in tlie national 
income “budget.” 

(20) The statements for fuel and power, steel and other scarce 
materials show the effect upon the whole economy of shortages of these 
basic supplies. 

(21) At the present time, a first comparison always shows a large 
excess of requirements over resources. This means that, unless action 
is taken to increase resources or to curtail requirements, there will he a 
scramble for labour and goods. At the end of the period under consid- 
eration, if will, of course, be found that these economic hmlgets will 
have balanced : no more goods can in the end be sold than arc produced, 
and no more men and w’omen can be employed than are ready to work. 
The gap between resources and requirements will in the end be closed 
by some of the requirements being left unsupplied. Hut if the process of 
closing the gap is left to chance, some vital requirements are sure to be 
squeezed out by the less essential. For example, if women who are 
needed in the textile mills go to work in shops, the whole population will 
go short of clothing and curtains and sheets. 

(22) These economic “budgets” are entirely different in character 
from the Chancellor of the Exchequer's yearly Budget. They deal with 
man-years of work and quantities of goods; these may he totalled in 
terms of money, for that is the only way to add up the host of things 
which constitute the national production and consumption, but the 
money figures arc really a short-hand for expressing production. The 
economic budgets must balance themselves ultimately, for it is impos- 
sible to consume more than is produced ; the real question is how the 
balance is brought about. The Qiancellor’s Budget, on the other hand, 
deals solely with money ; it is his estimate of the government revenue and 
expenditure, and forecasts a net surplus or deficit on the transactions 
of the central government. The economic “budgets” have a considerable , 
bearing upon the Qiancellor’s Budget, but the two forms of national 
account are entirely different and should not be confused. 

13 
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/Ufaining a Balance 

(2v3) Tlic two economic “budgets" and the various special state- 
ments described in the preceding section are first considered by the 
Official Committee referred to in paragraph 16. Tliey must be balanced, 
by measures to increase re.sources or to curtail re<iuirements. Otherwise 
less essentials will push e.ssentials out of the queue. Too many luxuries 
will be prciduced. and not enough food and clothes and coal; too many 
toys and not enough childrcti’s boots; too inanv greyhound tracks and 
not eitough houses : too much for home consumption and not enough 
exiK)rts to buy our essential imports. 

f24) Resources can be increased by increasing the labour force, or 
^ •J'ggcf output per man-year, or by a combination of the two. On 
the other hand, a reduction in the labour force or a rcductioti in the out- 
put per man-year — by lower efficiency or by shorter hours or increased 
holidays unaccompatiied by a compensating increase in hourly outpvtt — 
reduces the total resources, and means that even less of the requirements 
can be met than before. 

(25) Planning the allocation of resources between the various na- 
tional requirements is at present a task of deciding which out of a num- 
ber of claimants must go short — in other words, which are the more 
important national priorities. It is precisely the same problem, only 
on a national scale, as the housewife has to solve every week. On one 
side are the resources which we have to spend. On the other side are 
the things ujxin which we want to sjKnd them. The two must be made 
to match. After full examination of possible means of attaining balance, 
the Official Committee submits to Ministers a rej^rt on the whole 
position. Ministers then decide what measures should he taken, and 
their decisions form the lasis for subsequent action. 

(26) The apparatus of government controls is used to guide the 
economy in the direction which is indicated by the plan. Over an impor- 
tant part of the national economy, the government can exercise direct 
influence. The level of government expenditure approved by Parliament, 
and the expenditure of other public authorities, determines the amount 
of production of a wide range of goods and services, c.g., education, 
public housing, supplies for the Anned Forces ; the policies of the social- 
ised industries and services have a substantial effect upon the whole 
economy, and are ultimately subject to government control. The gov- 
ernment’s fiscal policy can exert indirect influence over the course of 
production. There are now a large number of direct controls, the pur- 
pose of which is to allocate scarce resources of all kinds between the 
various applicants for their use — rationing, raw material controls, build- 
ing licensing, production controls, import licensing, capital issues con- 
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trol, &c. Other controls again, such as price control, influence the course 
of production by limiting profit margins. 

(27) This control apparatus, taken as a whole, can have a substan- 
tial effect upon the course of the national economy. But the controls 
cannot by themselves bring about very rapid changes or make very fine 
adjustments in the economic structure. To do this, the\- would have to 
be much more detailed in their application and more drastic in their 
scope. Indeed, the task of directing by democratic methods an economic 
system as large and complex as ours is far beyond the power of any 
governmental machine working by itself, no matter how efficient it mav 
be. Events can be directed in the way that is desired in the national 
interest only if the government, both sides of industry and the people 
accept the objectives and then work together to achieve the end. 

(28) This section would be incomplete without some reference to 
relative wage levels and conditions of work in different industries, since 
these are of great importance in their effect on the distribution of the 
labour force throughout the industrial structure. The government, in 
full association with both sides of the National Joint Advisory Council, 
lecently issued a White Paper (Cmd. 7018) which contained a full state- 
ment of the economic considerations affecting relations between em- 
ployers and worki)eople. This paper was intended to assist both sides of 
industry in assessing their responsibilities in the light of the economic 
situation of the country as a whole. It need only be said here that it is 
essential that costs and prices should be held steady and if possible 
reduced and therefore that, while the government adheres to its long- 
term objective of raising the standard of living of the people, anv 
further general increases in wages and profits must be accompanied 
by a corresponding increase in production. 

(29) The government's conception of planning as described in this 
paper follows clearly from the difference between totalitarian planning 
and democratic planning as set out in paragraph 8. Under democracy', 
the execution of the economic plan must be much more a matter for 
co-operation between the government, industry and the people, than of 
rigid application by the state of controls and compulsions. The govern- 
ment must lay down the economic tasks for the nation; it must say 
which things are the most important and what the objectives of policy 
should be, and should give as much information as possible to guide 
the nation's economic activity; it must use its powers of economic control 
to influence the course of development in the desired direction. When the 
working pattern has thus been set, it is only by the combined effort of 
the whole people that the nation can move towards its objective of carry- 
ing out the first things first, and so make the best use of its economic 
resources. 
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United Kingdom: Achievements and Progr/\ms*® 

[Review of Period July 1045— December 1046] 
General 

(30) At the end ol the war 42 per cent of the nation's manpower 
was in tlie Armed Forces or was directly engaged in supplying them. 
Only 2 per cent were producing exports and less than 8 per cent were 
providing and maintaining the nation's capital equipment. The nation's 
main tas’k was to demobilise this war structure and to set the civilian 
economy moving. 

(31 ) This has been done with very little dislocation. Hy the end of 
1946. over 4*4 tuillion men and women had been demobilised frotn the 
Forces. This, when balanced .against the intake, has reduced the size of 
the Forces by nearly 3^4 million men and women; in addition, the num- 
ber engaged in producing munitions was reduced by over 3^4 millions. 
The pro|x)rtion of the nation's inan-iwwer in the Anned Forces or di- 
rectly engaged in supplying them had fallen from 42 per cent to less than 
10 j)cr cent. In this process, the number of unemployed in Great Britain 
never exceeded 400.000 cr Zy^ per cent of the insured population ; out- 
side the Development Areas unemployment has not, in general, exceeded 
1/^ J)er cent. 

(32) The total employed population at the end of 1946 was some 2 
millions less than in June 1945, partly because women had left industry, 
ixirlly because many demobilised men and women were still on release 
leave, an<l partly because there were more unemployed. But the total 
was still over 1 million greater than in June 1939, mainly because of the 
big fall in unemployment. 

(33) The industrial distribution of this manpower is set out in 
Table A.*‘ The number in manufacturing industry and building is some- 
what larger than it was before the war, but within this field there has 
been a very considerable switch from the textile and clothing industries 
to the metal and engineering industries ; there is substantially more 
employment in agriculture, public utilities and transport, but less in 
mining. The increase in the total employed population and much of the 
additional manpower made available by a considerable reduction in 


^Etonomic Suney for 19^7 (Cmd. 7(M6), pp. 9-16. The omitted parts (pp. 
12-15) discuss the problems ot capital equipment and maintenance and consump- 
tion. The latter was estimated at about 10 to 15 per cent below pre-war level (a 
more recent report put consumption substantially higher than this report) : and 
savings and taxes used one-third of income as comriared with onc-sixth in the pre- 
war period. 

“ Omitted here. 
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distribution and other consumers' services has been absorbed In the 
increase of the defence and jiublic services. 

(34) These changes resulted in a substantial expansion of the na- 
tional production throughout 1946. Tliis cannot )’et be translated into 
precise terms of national income; the national income and expenditure 
figures for 1946 will be published as usual in the Xational Income White 
Paper which is issued at the time of the lliulget. Xor is it possible to 
make a comprehensive comparison with pre-war. But in Table B an 
analysis is made of production in the fourth quarters of 1945 and 1946 
and pre-war, for those items for which comparable figures are avail- 
able.^* At the end of 194(': 

(a) Production of coal (deep-mined and opencast) was 5 per cent 
above the level of a year ago and of gas and electricity about 1 5 per 
cent above end-1945. Gas production was about 30 per cent above 
1938 and electricity production nearly 70 per cent above, but coal 
production was 18 per cent below 1938. 

(b) The quantity of freight carried by the railways had fallen in 
the last year but was still of the order of 25 i>er cent more ton-miles 
a week than in 1938. There were about 20 per cent more goods 
vehicles on the road than pre-war. 

(c) Steel production was as great as in previous peak years and, 
despite the lack of imports, steel consumption was higher than at 
any previous peace-time period. Consumption of non-ferrous metals 
(except for lead) had increasetl steadily since the last quarter of 
1945, and was substantially above the pre-war level. 

(d) The merchant shipbuilding industry was engaged to its full 
capacity, and employment was considerably greater than in 1938; 
the pre-war output of passenger cars had been nearly recovered and 
output of commercial vehicles had increased by 50 per cent above 
pre-war. Production of agricultural tractors had been maintained 
above the high levels reached during the war, and was more than 
double pre-war ; in the last year output of agricultural machinery as 
a whole had increased by more than one-third. 

(e) The output of certain building materials was still substan- 
tially less than pre-war ; notably, brick production was only two- 
thirds of the 1938 level, although it had trebled in the last 12 months. 
Cement output, on the other hand, had practically recovered the pre- 
war level, and output of plasterboard had exceeded it- 

(/) The number of new permanent houses completed had risen to 
8,000 a month (plus 12,000 temporaries) ; the rate in 1937 and 1938 
was 30,000 a month. But 200,000 houses were under construction at 


Omitted here. 
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the end of 1946, and a vast amount of repair work was also l)eincr 
done. 

(g) Production of cotton yarn, still 40 per cent below pre-war, 
had increased by 12 [>er cent in the last year; the woollen industry 
at the end of 1946 was al)^orl)ing raw niat.erial at a rate nearly 40 
per cent alK)ve the previous year but nearly 20 per cent l>elo\v pre- 
war ; rayon yarn output increased by 30 per cent in 1945 and was 
50 |)cr cent above 1938. 

(/i ) The agricultural output in 1946 was substantially below 1945, 
because of the bad harvest conditions. Production of cereals was 
nevertheless 50 per cent above pre-war, potatoes more than double, 
sugar-l>eet 28 j>er cent above pre-war and vegetables 30 i)er cent 
above j)re-war. Milk ontjuit was 5 per cent above 1945. and 20 ])er 
cent above 1938; production of livestock products was about the 
same as in 1945 and greatly below pre-war; supplies of fish in- 
creaseil by two-thir<ls (luring 1946, and at the end of the year were 
above the pre-war level. 

(35) This summary indicates how far the nation had got by the end 
of 1946 in the development of peace-time production. Ry the end of the 
year the rate of national output was probably not significantly below 
pre-war over the economy as a whole. This in itself imposes a heavy 
strain on our basic industries — and particularly on coal and power — 
which by the end of the year was becoming critical despite all the efforts 
which were made to strengthen them. 

(36) However, this expression of production has given us a start 
with each of the tasks of reconstruction of the British economy — exports, 
industrial re-equipment, repair of war damage, housing, and an in- 
creased flow of consumer goods. The changes in manpower classified 
broadly according to the use made of its products are shown in Table 

0 23 


Imports and Exports 

(37) The increased need for exports has been of first importance 
from the start. The development of our overseas economic position was 
set out in a previous White Paper embodying the statistical material 
presented during the Washington Negotiations (Cmd. 6707). We have 
lost gold and foreign investments and have incurred new debt to an 
extent which implies a worsening of our pre-war capital position in 
relation to the rest of the world by nearly £6,000 millions (this includes 
the full United States and Canadian credits, the need for which has arisen 
from the war). The loss of income from foreign investments which this 
ha.s involved, and the loss of net shipping income, and the reduction in 

"Omitted here. 
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our export trade to a level considerably sliort of 50 per cent of pre-war 
volume at the end of the war. left us in a highly dangerous trade posi- 
tion. Our income from exports at the end of the war. indeed, was enough 
to finance only one-quarter of our pre-war volume of imports. The first 
nce<l was a rapid expansion of our export trade in order to buy the food 
and raw materials which we needed from abroa<!. 

(38) Particular priority was therefore given to exports, even of 
products for which there was a pressing need at home. This has been, 
and will continue to be. necessary, for without these cxix)rts we cannot 
afford the imported supplies which we must have. Our exports expande<l 
very satisfactorily; at the same time, imports did not rise as fast as had 
been expected, for we had to contend with serious world shortages of 
food and raw materials. The volume of our imports and exports — as 
shown by imlex-numbers representing the (juantity of our imports and 
exports allowing for changes in prices — develoi>ed as follows : 


VOLUME OF IMPORTS AND EXPORTS 
(1938= 100) 



Exports 


1945— 

3rd r|uarter 

46.2 

61.7 

4th quarter 

55.8 

53.0 

1946— 

1st quarter 

84.2 

6.12 

2f\d quarter 

98.0 

68.7 

3rd quarter 

104.3 

70.1 

4tli quarter 

111.2 

72.2 


(39) At the time of the Loan negotiations in Washington, it was esti- 
mated that our adverse balance in 1946 would be about £750 millions. 
The export drive developed faster than had l>een expected when the.se 
estimates were made, and imports fell below’ earlier e.xpectations, so the 
deficit for 1946 is now estimated at around £450 millions. Full balance 
of payments figures for 1946 will be published in the National Income 
White Paper next April, but the following very provisional figures 
illustrate tlie position 

(40) This deficit of £450 millions in 1946 has been covered mainly 
by drawings of $600 millions ( £ 150 millions) on the United States ami 
of $540 millions (£130 millions) on the Canadian credits. 

(41) Our balance of payments in 1946 has been more favourable 
than expected. But this is largely because w’e have been unable to obtain 
all the food and raw materials that w’e need. Moreover, during 1946 as a 
whole, the rate of expansion of our exports has been no more than 

“ See p. 198. 
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I 9 SS 1946 

(£ niillions) 

Payments — 


E*or imports (f o.b.) 

826 

1.100 

Net tjvcrscas Government expenditure 


m 

Receipts — 

839 

1,400 

From exports and re-exports (f.o.b.) 

533 

900 

From interest^ profits and dividends ® 

1"5 

00 

Frtim other sources (net) 

61 

— 10 


769 

950 

Deficit 

70 

45u 


enough to balance the rate of expansion of our ini])orts. At the end of 
1946. exports were ninnitig at 110-115 per cent of pre-war volume: but 
these exports, togetlier with our invisible exjiorts, were not enough to 
pay for itnports even at 70-75 per cent of 1938 volume.-® 

The Ki^hleen Months' Results 

(58) On a broatl view of the last eighteen months, the result has 
I'cen that : 

(fl) The defence sector (armed forces and munitions) has been 
cut to a little over one-fifth of its size at the end of the war. 

{h) Exports have expanded to 1 10-115 per cent of 1938 volume, 
an amount still insufficient to jxiy for imports at 70-75 i>cr cent of 
1938 volume. 

(c) A normal pre-war year's work of industrial equipment and 
maintenance has l>een done in 1946- 

id) Homes have l>een provided, by new building and rejiair, for 
nearly 300,000 families, and the way has licen cleared for as fast an 
expansion in house-building as the material supplies will permit. 

(c) There has been little change on l)alance in food consumption, 
but a considerable expansion in supplies of manufactured goods to 
the home civilian market, to levels ranging from two-thirds to over 
100 per cent of pre-war. 

(59 This is the way in which the national resources have been used 
in 1946. In certain respects, the general balance has not been unsatisfac- 
tory. A beginning has been made with each of the major objectives of 
reconstruction. By the end of the year, the change-over to civil pro- 


® Excluding oil. shipping, Insurance. 
" Paragraphs 42-57 omitted. 
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duction was well on the way to completion. Aided by a favourable reconl 
of industrial peace, a high level of industrial activity has bec-n achieved. 

(60) The exiiansion of production and consuin])tion throughout 
1946 pul a heavy strain in particular uj>on coal and power supplies, but 
also upcjn steel, transport, and other basic industries and sendee?. Coal 
production in the year as a whole exceeded the production of 194? by 
3.6 i^er cent. But it did not grow nearly fast enough to match the growing 
consumption as the conversion of industry and the restoration of the 
civil economy got under way. The by no means unfavourable industrial 
results for 1946 were achieved only by a draft of 5 million tons on coal 
stocks. In a sense, indeed we have been living on a coal overdraft. The 
demand for power likewise exceeded the capacity of the power stations; 
ihfc demand for transport was up to the limit of what could be carried 
by the railways’ depleted rolling-stock ; the demand for steel was more 
than could be produced or imported. Indeed, our basic industries and 
services were limiting the nation’s productive effort. By the end of 1946 
we had reached a stage at which further expansion of our productive 
effort was vitally necessary, but was extremely difficult unless industry 
could obtain more coal and power. 

United Kingdom: The Situation in 1947"’ 

General 

(61) The central fact of 1947 is that we have not enough resources 
to do all that we want to do. We have barely enough to do all that we 
must do. Whether we reckon in man-power, coal, electricity, steel, or 
national production as a whole, the conclusion is unavoidable. To get 
all we want, production would have to be increased by at least 25 per 
cent. This is clearly impossible in 1947. 

(62) There is no reason for surprise about this. We have come 
through six years of all-out effort. We lost less men than some of our 
Allies : we were saved from enemy occupation. But our losses, though 
less obvious, are very real, and are now making themselves felt — first, 
in our import-export problem and, second, in the need for rebuilding 
our basic industries. We >nust find means to pay for imports which we 
formerly got in return for our overseas investments, and we must make 
up six years’ arrears of industrial equipment. These are basic things, and 


” Economic Survey for igsy (Cm. 7046), pp. 16-32. The omitted parts (pp. 
20-26) discuss the more significant bottlenecks, in particular coal, power, steel, 
railways and shipping, agriculture, and building. In the omitted sections the gov- 
ernment especially emplusizes the interrelation of the effect of coal shortage on 
iron and steel, railways and shipping, and the need of postponing projects which 
will germinate many years from now: the crisis is a current one and the economy 
must be salvaged ti^ay if there is to be a tomorrow. 
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to put them right is a huge joh of v.ork — especially as we must at the 
same time rebuild our hat»ercd housing, restore our depleted flocks and 
herds and produce more clothing and household goods. 

(rx?) ^^•e could live without new radio sets and furniture, hut we 
cannot live without imix.rted food. We could indeed at a pinch live with- 
out new houses and holidays, hut our national existence l>ecomes quite 
imi)ossihle il we cannot produce enough coal and electric power. 

(64) Ihose things which are fundamental to our national life must 
come first. The danger in our present situation is that there is so much 
that 've want to <lo. and so much that seems important that too little 
effort will he concentrated on the things that arc really vital. 

(6o) The government has examined the national needs for 1947 and 
has decided that first importance must he attached to pavmcnt for im- 
ports and to Ixisic industries and services, particularly coal and power. 

hese reiiuiremenls are explained below. an<! are then related to the 
governinenfs general plan for the lay-out of our national resources in 
94/. which IS a .senes of practical targets, in some cases expressed in 
mail-power, aiul m others in terms of production. The government in- 
tends to discuss the implications of the plan with the representatives of 
both sides of industry in order to develop the best possible means of 
carr.Mng it out. This Paper does not go into detail industry by industry. 
Its purpose is to give the broad pattern of national work at which the 

government consi<ler.s the nation should aim. It is a framework, not a 
hluepnnt. 


Imf-.orts and Exports 

(66) Imports and exports arc of fundamental importance, now and 
for some years to come. Failure to build up our exixirt tra<le in the 
next two or three years so that we can afford to Iniv enough imports 
would mean continued food rationing, much less smoking and private 
motoring, widespread unemployment for lack of raw materials and in- 
ability to rc-cquip industry with the most modern machinery. 

(67) \Ve need more imports in 1947. In the last year wc have been 
getting 70 per cent of the 1938 quantities, and have had to draw on 
stocks. TJie 1947 intoort prograntme provides an expansion to 80-85 

per cent of 1938 volume. But much more than that would be nectled to 
increase rations considerably. 

(68) Our imports arc limited both by what is available and by what 
we can afford in foreign exchange. At present, our imports of food (up 
to the requirements for a certain basic consumption level), feeding- 
stuffs and esseivlial raw materials are limited primarily by world short- 
ages. Our imports of additional food beyond the basic level, tobacco, 
petrol and consumer goods are determined by what we can afford. Both 
considerations affect our imports of machinery and equipment for in- 
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dustry, agriculture, mining shipping, &c.. but normally import is i)er- 
niitted if the machine is of essential importance and cannot lx siipi»lii'd 
in comparable conditions from United Kingdom production. As world 
supplies improve, our imports will be 6xed entirely by what wc can 
afford. We must continue to control their total volume tightly. 

[The Programme for 1947] 

(69) The 1947 import programme is as follows: — 

£ mUHons {f.o.b,) 


Food and supplies for agriculture 725 

Raw materials and supplies for industry 525 

Machinery and equipment (including ships) 6U 

Petroleum products 55 

Tobacco 50 

Consumer goods 

Total lASO^ 


This is not a forecast. The programme is continuously changing with 
supply conditions ami prices : the figures above show the jxittern to 
which the imjiorting Government Departments are now working. Tiic 
substantial expansion over 1946 reflects both increased quantities and in- 
creased prices. Growth of imports on this scale involves risks. But when 
supplies of so many e.ssential food-stuffs and materials arc unobtainable, 
it would he unwise to create further shortages by stringent import 
restrictions. 

(70) There arc othci claims upon our foreign exchange resources. 
The expenditure abroad of the Armed Forces ; our share of the cost of 
Germany ; expenditure on relief ; advances for rehabilitation ; grants for 
Colonial development and welfare — all these, like imports, must be paitl 
for by exports. Likewise, government receipts from claims arising out of 
the war. sales of sunplus military stores abroad. &c., earn us foreign 
exchange. The excess of government overseas expenditure over govern- 
ment receipts from overseas may be of the order of £175 millions in 
1947, hut much of the expenditure and receipts depends upon happenings 
throughout the world which are outside the control of the government ; 
any figure is therefore a very broad estimate at this stage. 

(71 ) We cxi>ect to have to find in all some £ 1,625 millions of foreign 
exchange in 1947 — £1,450 millions for imports and £175 millions for 
net overseas government expenditure. This must be covered by our ex- 
ports and re-exports, by our invisible income, or by borrowing from 
abroad. For reasons explained below, the government considers that it 
would be unsafe to plan in 1947 to borrow more than £350 millions net. 

* Estimated film remittances of il8 millions are debited against net invisible 
income in paragraph 71. 
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Our net invisible income may yield £75 millions. This leaves £1,200 
millions to l)c provided l)y receipts from exports and re-ex|)orts. 

(72) Oitr exports aj-<l re-exports in the latter part of 19-16 were 
runninjj at a rate of about £ 1,100 millions a year. W'e cannot now expect 
an expansion in the first half of 1947. I his is all the more reason whv a 
stronfi effort must be made to recapture the lost ground and to bring 
aiioui a substantial recovery in the second half of 1947. Otht rwise we 
shall be faced with the inescajiable alternatives of cutting down our es- 
sential imports or drawing dangerously fast upon the United States and 
Canarlian credits. We must enter 194S with a much narrower gap he- 
tween our imports and our exports than there will be in the year 1947 
as a whole. The government has. therefore, set an export target of 140 
per cent of the 1938 volume to be reached bv the end of 1947 as against 
the cnd-1946 level of 110-115 per cent of'l938. 

(73) Export targets arc l)eing worked out for the individual indus- 
tries to correspond with the global target, and will be discussed with 
them shortly. It will be extremely difficult to achieve this target. This 
year, we cannot export coal. In order to get the total volume of exports 
up to 140 per cent of the 1938 level by the end of 1947, the volume of 
exports of manufactured goods must therefore rise to about 165 per 
cent of the 1938 level. Our exports of steel and cotton textiles will not 
expand further this year. Special reliance must therefore be placed 
upon a further substantial growth of engineering, vehicle, chemical and 
miscellaneous exports. 

(74) The labour force in manufacturing industry already employed 
on orders for export is about 50 per cent above the pre-war level and is 
capable of furtlier expansion provided that fuel and power supplies are 
adequate. Rut these export targets will not be achieved at all readily, and 
in some cases it will be ini{>ossible to meet them without a retluction in 
the amount of production available for the home market. 

[The Dollar Problem] 

(75) This lay-out of imports and exports ends with a prospiective 
deficit of £350 millions to be met by borrowing from abroad. This is 
itself considerable alongside the £955 millions remaining of the United 
States and Canadian credits at the beginning of the year. But the drain 
upon these credits in 1947 threatens to be much larger than this. After 
the middle of this year our convertibility obligations under the Anglo- 
American Financial Agreement may result in some loss of dollars. 

(76) Moreover, our dollar position is much more difficult than 
would appear from our total balance of payments. We arc now drawing 
some 42 per cent of our imports from the Western Hemisphere, which 
is now the main source of the food and raw materials that we must have. 
But we are selling there only 14 per cent of our exports. We are thus 
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running large deficits with these countries. These must be settl(<l in dol- 
lars or their equivalent. To much of the Eastern Hemisplieie. on the 
other hand, we tend to sell more than we buv. In a workl fiilK- rccovc rccl 
from war, this would provide us with the means to settle our deficits with 
the W'est. But how many of the Eastern Hemisphere countries have no 
gold or dollars or essential goods with which to pay; to others we owe 
large debts which we shall have to repay gradually, aiul the surplus in 
our trade with such countries is used up in this way. We. therefore, shall 
not be able wholly to use our suqduses with Eastern Hemisphere coun- 
tries against our deficits with Western Hetnisjjhere countries. To the 
extent that this occurs, the drain on our dollars will exceeil the total 
deficit of £350 millions. 

(77) This dollar problem within our total balance of payments can 
be wholly solved only by tb.e economic recovery of Etiropc ar.d the Far 
East and the establishment of equilibrium in all the major trading coun- 
tries’ balances of payments. The first is necessary to enable us to adjust 
the present distortion in the source of supply of our essential imix)rts. 
Both are necessary to enable the Eastern Hemisphere countries to make 
their currencies convertible and so allow us to use our surpluses with 
them in order to match our deficits with the West. 

(78) The United State.s and Canadian credits must last us not only 
until we have ourselves established a stable balance of i)ayments and are 
exporting as much as we import ; they must last until this special dollar 
j)roblem is also solvetl. No one can predict how long this will be. But we 
certainly cannot assume that world recovery will be rapid enough to pro- 
vide a quick answer to our difficulties. 

[Targets for the Future] 

(79) Four conclusions follow for 1947: 

(a) the export target of 140 per cent of 1938 volume by the end 
of the year is of prime importance ; 

(b) exports to the Western Hemisphere (and some European 
countries with which we have deficits, viz., Sweden, Switzerland, 
Portugal) are of {Articular importance, for they earn dollars or the 
equivalent and pay for our essential imports from those countries; 

(c) close imi>ort control must be maintained, particularly of prod- 
ucts which come predominantly from the Western Hemisphere : 

(d) home production must be increased along lines which con- 
tribute to these policies; agriculture and shipping are of major im- 
portance for this (see paragraphs 104-1 10).®® 

(80) In the longer view, it is abundantly clear that a further ex- 
pansion, both of imports and of exports, will be needed. The long-term 


• Omitted here. 
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target for exjxjrts still stands at 175 per cent of 1938 volume. The exact 
increase of exjwrts required will in the long run depend upon the relative 
])riccs of imported foods and raw materials and exported manufactures. 
13ut It is clear that a very large increase will l>e needed. The difficulty of 
maintaining exports on this scale, year in and year out, is er.tirely in- 
soluble unless British industry is able to comiwte in quality, price and 
dc^ign throughout the eiilire range of manufactured goods. Quality, 
price and <lcsign will he of crucial importance when the sellers’ market 
becomes a buyers m irket and we have to face keen competition every- 
where. 

(81) The basic fact of our position over the next few years, and 
indeed in the longer-tenn future, is that we must devote at least 25 per 
cent of our manufacturing capacity to the production of exixjrts. This 
means a smaller supply for the home market, unless production is in- 
creased. We shall indeed require to export more titan this if we arc to 
get the imports which we need for improving our standards of living. 
But 25 per cent of our jiroduction of manufactured goods must be a first 
charge. A large part of our production is exclusively for the home mar- 
ket ; this means that the industries which can export will have to plan for 
a much larger long-term export projiortion than 25 per cent and a far 
larger proportion than they devoted to exports Ijcfore the war. There is 
nothing temporary about our need for exports ; concentration upon ex- 
I)orts must become a permanent part of our normal industrial life. With- 
out exports, we cannot get foo<l and we cannot get raw materials, and 
without these, we cannot hope to increase our standard of living — or 
even maintain it.^® 

The Objectives for 1947 

(118) Having examined our economy as a whole, the government 
has sought to frame a balanced series of objectives for 1947. They are: 

(a) Defence. The nation’s defence needs are examined in a sepa- 
rate White Paper (Cmd. 7042). This provides for a reduction in 
the Armed Forces from the December 1946 level of 1,427,000 to 
1,087,000 by the end of March 1948 and a fall in the numbers of 
workers needed for supplying them. 

(b) Payn\ent for Imports. Exports must be raised to 140 per cent 
of 1938 volume by the end of 1947 (paragraph 79). 

(c) Capital Equipment and Maintenance. The housing programme 
is 240,000 new pennanent houses and 60.0()0 temporary houses in 
1947. as explained in the Housing White Paper (Cmd, 7021). The 
amount of capital equipment and maintenance work (other than 


^Paragraphs 82*117 omitted here. 
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work on houses) is to exceed that of a normal pre-war year hv at 
least 15 per cent, (paragraph 117).^' 

(d) Consuwption. Food supplies will not increase much in 1947, 
because of world shortages. The shortage of the most important 
manufactured consumer goods such as clothing and household tex- 
tiles, pottery and furniture, will necessarily continue. A steady etTort 
must be made to increase supplies, but progress will inevitably be 
patchy, and will depend mainly upon the extent of the fuel and lal>our 
shortages in the various industries which produce these goods. 

(e) Public Scn'icc. Programmes for education, public health and 
national insurance are to go forward, and a proper degree of effi- 
ciency of the public services is to be maintained, with si>ecial atteti- 
tion to economy in manpower. 

(119) The achievement of all of these objectives depends upon the 
basic industries and services, and in particular coal, power, steel and 
transport. Failure in any of these — and particulary failure to produce 
200 million tons of coal in 1947 — will set back the entire productive 
effort- Indeed, the possibility of securing these objectives depends upon 
the effort of the miners. They are difficult objectives. They call for a 
rapid recovery from the present industrial standstill, and then a sus- 
tained expansion for the rest of the year. This will not l>e at all easy. 
But the objectives are very modest in relation to the nation’s needs. We 
cannot afford to fail on any of them. And they all depend upon coal. 

[Manpower] 

(120) In order to reach these objectives — and at present output per 
man-year — we sliall require a larger labour force than can be expected 
to be available unless special measures are taken to increase it. More- 
over, the present distribution of the labour force, by industries and by 
places, is not satisfactory ; a wide range of industries are under-manned, 
while others are getting too much manpower in relation to the raw ma- 
terials available; in Wales, unemployment before the power crisis was 
7)^ per cent, while in London and the Midlands it was 1 per cent, and 
the number of new vacancies notified to the Labour Exchanges every 
week far exceeded any possibility of filling them. We have to look at 
the problem both in terms of total manpower and in terms of its distri- 
bution. 

(121) The labour force in civil employment at the end of 1946 was 
18,122,000. Unless special measures are taken to increase it, this force 
is unlikely to exceed 18,300,000 in 1947. It will reach this level at about 
the middle of the year. In terms of total manpower, the gains to civil 


Omitted here. 
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cniployincnt from siib>cqmnt dcniol)ilisation will be offset l)v the raising 
of the school-leaving age and other losses to the labour force. 

(122) It would he possible, by delaying the raising of the school- 
leaving age a few months, to give the productive system an additional 
160.000 juveniles. The government has decided that the long-term loss 
to the nation would outneigh the immediate gaiti from this step; the 
education of children of this age suffered severely in the war and their 
interests — and the long-tenn interests of the nation— cannot be sacri- 
ficed. 

(123) For the purpose of estimation, the government has assume<l 
that unemployment at the end of 1947 will be 400.000. or 2>2 jx?r cent 
of the insured popuhtion. In the Development .\reas, where unemploy- 
ment results from the fact that there arc not enough factories, tlie per- 
centage will be higher than this. The cost to the nation in 1947 of this 
legacy from the past of unbalanced geographical distribution of our in- 
dustry is e(juivalent to the loss of the laliour of 120,000 men throughout 
the year. The government is taking energetic steps to remedy this stale 
of affairs by building new factories, and there is every reason to hope 
that unemployment in these areas will be appreciably less at the end of 
1947 than it is now. Hut until the new factories have come into full 
operation, unemployment in the Development Areas will nevertheless be 
well above the rate in the rest of the country. 

(124) The prospective labour force of 18,300,000 men and women 
at December 1947 falls substantially short of what is needed to reach 
the national objectives. The government therefore appeals to women 
who arc in the position to do so to enter industry. By doing so they 
will actively help in the national effort. This applies in partictilar to 
those who enter the under-manne<l iiuUistrics such as textile.s. To en- 
courage this, these industries will need to adjust their conditions of 
work to suit, so far as possible, the convenience of women with house- 
hold responsibilities and to accept, as they did in the war, the services 
of women on a part-time basis.®^ The government also appeals to those 
who can do so to contribute to the national task by staying on at their 
work instead of retiring. It is to encourage this that the pensions ar- 
rangements providetl in the National Insurance Act offer special induce- 
ments to old people to postpone retirement, and it would be generally 
desirable if other pensions schemes which make retirement compulsory 
at a specified age were amended so as to allow retirement to be post- 
poned. with some suitable improvement in the rate of pension. This need 
to increase the working population is not temporary ; it is h permanent 
feature of our national life. 

(125) Foreign labour can make a useful contribution to our needs. 

** The Ministry of Labour will give information locally where and when part- 
time workers are needed. 
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The old arguments against tnrcign labour arc no longer valid. I here is 
no danger for Nears to conic that foreign labour will rob Hritl^h workers 
of their jobs. The government intends to i-eek every means of employing 
in civilian work the Poles who arc here or Nvho are coming here and w ho 
are unwilling to return to their own country. It also intemls to extend 
the recruitment of displace*! persons from the Continent to work here. 


The government is prepared to ensure that foreign labour will not be 
introduced into specific employment while British labour is available. 
The recruitment of displaced persons for industrial employment is ob- 
viously limited hx their suitability for work of the kind for which British 
workers are not available, by their ignorance of the English language 
and above all by the serious difficulty of finding accommodation for 
them, particularly if they are accompanied by <lcpendcnts. But foreign 
labour is the only substantial additional source of nianjx)wer which is 
oiien to us — esfieciallv for the under-manne<l industries — and the gov- 
ernment intends an<l believes that with the full co-oj>cration of British 


employers and workers these <lifficullies can be overcome. 

(126) The government is planning on the basis of at lea>t an addi- 
tional 100.000 workers from all these sources by the eiul of 1947, giving 
a prospective total civil employment of 18,400,000. 


[Distribution of Workers] 

(127) There is also the ]>rol)lem of getting this manpower into the 
right places. Expansion of the coal-mining lalx)iir force is ])riority mim- 
mer one. The next greatest need is for an exi>ansion of the other umlcr- 
manned industries, and j)articularly of agriculture and the textile indus- 
tries- Employment in the metal-using industries is already far in excess 
of the pre-war level and shoukl not he expanded further, except in cer- 
tain special instances. Tlic building labour force should, likewise, not he 
expanded much further, hut more workers arc needed to produce huild- 
ing materials. Although consumers’ services, such as distribution, cater- 
ing. entertainment, &c., arc still well below their pre-war level, they arc 
tending to attract too much of the manpower that is l>ecoming available 
as the result of demobilisation, and it is of the utmost imjxirtancc that 
only moderate increases .should occur in these services in the immediate 
future. 

(128) The government has no direct control over the way in which 
manpower moves ; it can seek to influence the movement in a numl>er of 
ways, hut the ideal distribution of manpower would involve changes of 
such magnitude that it would be impossible to bring them about by any 
means short of complete war-time direction. Even if direction were used, 
the transfer of labour nvouM be limited by lack of acconimodadon. The 
following table sets out a distribution of manpower at end-1947. This is 
neither an ideal distribution nor a forecast of Nvhat Nvill happen ; it repre- 
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seats the approximate distrilxition which is needed to carrv out tlie ob- 
jectives in |)aragraph 118 and which the government considers can he 
achieved if tlie nation as a whole sets itself to achieve them. 


DISTRIBUTION* OF MANPOWER'**^ 

( ThtUfsattds) 


79^6 Dec. 1947 

eonl nidiistr) ;30 770 

Pijhlic utilities >58 275 

AfincTilturc aiul tishin^ I.O 81 1.120 

Hnihiinp and civil engineering® 1,250 l.iW 

lUiilding inatcriaU and ctiuipincnl 62H 650 

Metals and cngiticcring J.81 1 2.840 

I'cxliles and chdhing 1 ,J 05 1 475 

(^Oicr inaniifactnrcs 2.186 2.225 

Distribiitinn and cansinners* $crvicc> 4,27o 4,sl2S 

Public service'” 2[\3Q 2050 


Ti.tal civil ciiii>loytna»t 18.1>2 18, -100 


{]2^)) Tlic main considerations underlying this distril)ution arc: 

(a) Special iinj>orlancc and difticulty attach to coal-mining, agri- 
cnltnrc, pnhlic utilities ; the high rate of loss of men from the mines 
makes even a small increase of the existing manpower an extremely 
difficult target. 

(h) It is desirable that further immediate cxi^ansion of the build- 
ing laliour force should be limited because of shortage of timber aucl 
other materials : s|xx:ial effort will be needed to meet the target for 
building materials. 

(c) It is <lesirable that further cx|)ansion of the engineering and 
other metal-using industries should he limited, not only because the 
workers are needed elsewhere, hut also because shortage of steel and 
certain non-ferrous metals will in any case limit additional useful 
employment in these industries. 

(d) Employment in textiles and clothing is still 400.000 below 
pre-war. The proposed increase is as much as can be expected in one 
year. 


"Definitions as in Table A (omitted here). 

*' Inclndes administrative and all other workers engaged in the industry. The 
number of wage-earners on colliery books was 692,000 at December 1946, and tlic 
target is to raise this to 730,000 at December 1947. 

“ Includes all workers in the industry. The number of male operatives aged 
16 and over was 943,000 at December 1946, and the target for December 1947 is 
3,000,000. 

" National and local government, including Post Office, Fire Service and Police. 
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(e) It is <lestrable that the expansioi) of the labour force enjjaj'ed 
111 transport, distribution and consumers* services should as f-ir^a>. 
possible be limited. 

(f) A reduction is assumed in the numbers employed in national 
and local jjovernment ; a thorough review is now taking place. 

(130) Balanced national production re<)uires a big increase in the 
labour force of some industries and limitation of the expansion of others 
he need for more mmers dominates the whole scene. Our food position 
dtpends upon more workers in agriculture. The housing programme de- 
pend.s upon more workers in the building materials industries, as well 
as upon timber The clothing ration depends ujion more workers in the 
cotton and woollen industries : the supply of cups an<l saucers upon more 

f b^n ? rTP' ^*“>er hand, furtlier expansion in 

the number of building workers, or in the number of engineering work- 

“"‘’‘^'■-employment for lack of ir-alerials. 
no siLl. I’lal ^rection of labour has been abandoned, there is 

adius n e, ' '‘H to bring about these 

eatU probleni of certain under-manned industries can be 

pir ;r:: 1 - >z;: 

c:“.„r;.ie;ro.u'L"r,esu,;s. 

[Output per Man-Year] 

tant of tl'C labour force arc impor- 

in paragraph 118 without au 

oittput Dcr man 1’°'^.™” year. In coal and in huilding, as .shown above, 

halu it is r. i nsniculture, on the other 

<*virl#*nr Pl^^cia ' y above pre-war. In manufacturing iiuliistry the 

^ . of different «“■■■ '"■’•"‘“CV of diflFerent industries-and proh- 

abl> of different firms in the same industry-varies widely. The absence 

of preci.se facts on this vital question seriously hinders remedial action. 

therefore proposes to invite the representative organisa- 

now tharthe T establish thf facts, 

reconversion have been completed. 

^ ’-53) It IS clear, however, that there is room for improvement, and 

hat a relatively small improvement all round can have a big effect upon 

the total national production. In the longer view, increased output per 

nian-year is the oiify way to expand production and the standard of 

living. The way to effect this is by the organised combined effort of men. 

inanagement and machines. Our record of industrial peace since the end 

of the war is one of which we can be proud. But more is called for than 
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the nl)j>eiice of iiuhi>trial iinrcM. It Ls necessary to IniiUl up the factories 
into productive units of tlie hijilicst efficiency. I bis is a matter in which 
the government is giving industry what assistance it can. With tliis tlircct 
object, it has allocated large resources to industrial cejuipment and main- 
tenance work in 19-17 and is readv to make foreign exchange available 
for imports of maebinery which increase efficiency. Hut the job must 
mainlv be one for industrv itself. 

( 134) I'or this ])urpose also, the government attaches great impor- 
tance to the introduction of .systems of iwyment and otlier arrangements 
which provitic the maximum incentive to increase output. 

(135) Over a wide range of the nation's economic activity — trans- 
j)ort. distribution, and services generally — the idea of output jier man- 
year is less precise than in industry, where it can be measured in terms 
of tlie number of tb.ings produced. Hut the need for the greatest possible 
elViciency and economy in the use of manpower in these services is no 
less than in manufacturing industry, mining, building and agriculture. 
The claim which the services make upon the nation’s manpower must be 
kept as small as possible, in order that manpower should be available 
for the production of goods. Increased efficiency in the supply of serv- 
ice.s Is just as imiwrtant as increased output i>er man-year in the protluc- 
tion of goods. 

( 136) In -onst<lering the grave problems presented by the economic 
“budgets” of rciiuiremeiits and resources, the government has fixed na- 
tional objectives which cannot be .achieved withovit an increase In output 
])cr man-year. Action which serves to reduce output per man-year in 
eny iiulustry is dircflly endangering the attainment of these objectives, 
'khc nation cannot afforrl .shorter hours of work unless these can be 
shown to increase output per man-year. Greater lei.sure is a very desir- 
aide thing, hut it is not at the moment a prime essential like imported 
food. It is not as im|>ortant as coal or clothing or housing. 

[The Distribiuion of Resources] 

(137) If the objectives arc reached, the national production will 
reach a high level in 1947, despite the coal crisis. The approximate distri- 
bution of the national income might be summarised as follows: (p. 211). 

(138) This table shows the broad distribution of national effort at 
which the government is aiming in 1947. It indicates the relationship 
between the various targets in total terms of national work — the high 
level of industrial re-equipment and building work which must be done, 
the increased exports which are needed to offset our loss of other over- 
seas income, the growth in defence and public sendee compared with 
pre-war, the proportion devoted to personal consumption about midway 
between the last pre-war year and the last war year. This is the broad 
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Pt-rcculiitie 

of Xofionol 

/nCiXrj.- 


193^ 

>945 

>947 

Personal consumption 

78 

54 

6(,- . 

Defence ** 

7 

49 

11 

Other public expenditure 

10 

7 

15'. 

Capital equipment and maititenancc \U* ^ 

6 

it) 

Less depreciation 

— in 

-6 

— / 

Imports 

-18 

— lO’-i 

-17 

Exports and re-exports 


4''.- 

14 

Other net overseas receipts 


—4 

— 1 

Total 

mo 

100 

100 


layout. It shows how the results of the national productive cft’ort are 
distributed between the various national needs. But the higher the tcjtal 
pro<luction. the larger the aniount available to he <ljstrihute{l. 

Conclusion 

{ 139) In this Paper the govermnent has set out its conclusions on 
the economic state of the nation an<l has fixed targets and objectives for 
1947. The central problem is coal and power aiul upon this everything 
else depends. The second problem is to expand the nation's labour force, 
to increase its output per man-year and. above all, to get men and women 
where they are needed most. These arc essentials for increased national 
production. Next is the problem of payment for our imports an<I the nec- 
essary condition here is a steady recovery of our exports towards the 
target level of 140 per cent of 1938 volume which must he reached by 
the end of the year. Unless we concentrate upon these really important 
things we may never restore the foundations of our national life. The 
objectives in this Paper embody the government's determination to put 
first things first. 

( 140) It is the government's responsibility to lay <lown the national 
ta.sk.s. and to use all means at its disposal to ensure that they are accom- 
plished. But the government cannot achieve them by itself. The tasks 
are for the nation as a whole, and only the combined efforts of everyone 
can carry them through. The government therefore invites the attention 
of industry and the public to its plans; it intends to arrange discu.ssion 
with both sides of each industry of the problems w hich arise from them : 
it will welcome constructive criticism, and it is ready to modify its plans 
if a ca.se for doing so is made out. There is nothing rigid or final in 
these plans ; they are a working pattern for the nation which will be 

adapted and modified as conditions require and as c.xi>erience shows 
necessary. 


llic defence figure for 1947 represents gross cost of the Services; sales of 
surplus military stores arc credited against other Items in the table. 
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(141) These plans call for a great constructive effort by all the 
British peoi)le. T his is a critical inoinenl in our affairs. Success demands 
effort and, even more, a constructive and flexible approach by both sides 
of iiulustry to the problem of [)roduction. There is now no place for in- 
diLstrial arrangements wliich rc^trict production, prices or employment. 
Such regulations and tratlitions grew up as a means of protecting those 
engaged in industry from the effects of a shortage of work and of empty 
order books. But now there is no such shortage, nor need there ever ho 
under a jjolicy of full employment. I here is more than enough work for 

is so much to he done, indeed, tliat the govern- 
ment s main difficulty is tliat of ensuring that what is needed most is 
done first. Against this background there is no justification for action 
hv cither side of industry wliich limits production. On the other hand, 
if the entire strength of industry— mining, manufacture, building, agri- 
culture and services — is wholc-licartcdly exerted for the attainment of 
the objectives set out in this I’aper. the government is confident that our 
present difficulties will he overcome and that we shall succeed in carrying 
out the great tasks before us. 


United Kingdom^’* 


Prefafory 

6. The Long-Term Programme submitted by the United Kingdom 
sets out the general policies which the United Kingdom proposes to 
follow so far as can be seen at present in order to establish not later than 
the middle of 1952 an equilibrium in its balance of payments at a level 
consistent with the full employment of its resources. When these in- 
diviilual programmes were drawn up. no country knew what the other 
countries’ programmes were. The next step, therefore, is for each parti- 
cipating country to review its programme in the light of those of the 
other countries and it is to he expected that in the result the countries 
will need to modify their programmes in order to develop them into a 
joint recovery programme. For this reason the present programmes 
have a particularly provisional character. 

7. Any programme of economic planning must be in the nature of 
a broad strategical plan sufficiently flexible to meet unpredictable and 
rapidly changing events. It is not jx)ssible to establish firm and definite 
plans which would bind the United Kingdom economy to a pre- 
determined course of action so far ahead as 1952-53 or even eighteen 
months hence. Certain elements in both the Long Term and the 1949-50 

*' Buropean Co-optralion. Memorandum submitted to the Organisation for 
Eurojican Economic Co-operation relating to Economic Affairs in the period 1949 
to 1953 (Cmd. 7572, Dec. 1948), pp. vi, 1-9, 45-46. 
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Programmes — viz., those relating to major home production aiul inve>t- 
mcnt plans — are more firmly based than those which are more <lirectly 
dependent on developments in the rest of the world. Hut neither pro- 
gramme is intended as a detailed forecast of what will actually happen. 
The United Kingdom national programmes set out to define the general 
objectives which the country will seek to follow. Xo other method of 
j)rogramming is possible in a democratic community. For, quite u]xirt 
from the unpredictable impact of external events, policies can be fulfilled 
only if they gain the voluntary co-operation of the people as groups and 
as individuals. 

8. For this reason the statistical basis of both Programmes, parti- 
cularly in the balance of payments field, is very much less precise than 
the nature of the tables would imply. Detailed conclusions cannot be 
drawn from these forward estimates about the pattern of the standar<l 
of living to be attained or about the exact distribution of pro<luction at 
home or of our trade overseas. The figures arc illustrative of the nature 
and relative scale of the problems that on present evidence seem likely 
to arise, the possible solutions, and the points upon which special effort 
will have to be concentrated. 

9. Progress towards our objectives is essentially a continuous proc- 
ess of attack on a succession of individual problems and of adjustments 
to ever-changing conditions. These programmes will be kept continu- 
ously under review in O.E.E.C.-’” in the light of developments both in 
this country and in the world generally. His Majesty’s Government will 
continue to maintain close touch with other countries of the Common- 
wealth on these matters. The co-operative work of forward programming 
cannot be expected to produce at any point a single master plan which 
could be looked upon in any sense as final, but it can lead to common 
action to solve the economic problems that can now l>e revealed anti 
examined through the new machinery of the O.E.E.C. 

The Long Term Programme of the United Kingdom 

Material submiffeJ by the United Kingdom to the 
Organisation jor Eurof>ean Economic Co‘ 0 />cralion 

on the isl October, ig.f8 

CHAPTKR I.— INTRODUCTORY 

(/) The General Objectives 

It is the purpose of this Long-Term Programme to describe in some 
<lctail the policies which the United Kingdom proposes to follow in order 


** Organization for European Economic Co-operation. 
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to ‘'acliicve and maintain a satisfactory level of economic activity with- 
out extraordinary outsi<le assistance" by 1952-53. Alone and unaided 
the I nited Kinjjdom could not succeed in this endeavour; strengthened 
hy its close contacts with the other menihers of the Commonwealth, in 
co-operation witli the other partici|)ating countries of W'cstern Europe 
and aided l»y the generous assistance afforded by the United States 
under the fuiropean Recovery Programme, it is confident of success. As 
means to this eiul. tlie United Kingdom has undertaken iti common with 
the other participating countries to make the fullest use of productive 
resources, to increase production, to develop and motlernise industrial 
and agrictdtural equipment, to maintain the stabilit\ of its economy, to 
expand trade and to join in measures to reduce tlte barriers obstntet- 
ing it. 

2. The tiovernment must give a clear guide as to the direction and 
intensity of the sustaitied and strenuous efforts which will be needed to 
reach tlie.sc objectives. In present coiulitious, the <|uasi-atttomatic opera- 
tion of economic forces could not protluce the right results or produce 
them with immense social upheaval. But large-scale and long-term 
economic jilanning in time of peace is a novel field for Government in- 
itiative in democratic communities. Moreover, it must never be over- 
looked that for a democracy economic planning is a means to an end 
and not an end in itself. 

3. I'-conomic jilanning in the United King<lom is based u|Kni three 
fundamental facts; the economic fact that the United Kingdom economy 
must be heavily depeiulent upon inlcrtiational trade; the political fact 
that it is and intends to remain a democratic nation with a high degree 
of individual lilicrty ; and the administrative fact that no economic plan- 
ning body can be aware (or indeed ever could be aware) of more than 
the very general trends of future economic developments. Many of the 
assumptions about the future on which plans must be based are pro- 
foundly uncertain and many economic events are wholly outside the 
control <if any one nation: many can only be partially influenced by in- 
ternational agreements, and those such as the efTect of weather on the 
crops arc beyoiul human control. Even in purely domestic economic 
matters the means of control which can be effectively used within a de- 
mocracy are limited. Underlying economic uncertainties there is the 
factor of political stability in the world at large. 

4. It is nevertheless essential to preiiarc long-term forward pro- 
grammes in those fields of economic activity in which substantial changes 
will have to be made if the United Kingdom is to overcome those difli- 
culties which lie within its own i>ower. and to play its full share in the 
combined task before the O.E.E.C. countries as a whole. To follow any 
other course would be to jeopardise all hope of recoverv. But the un- 
certainly which necessarily attends the future makes it essential that 
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many of the long-term plans must be kept flexible. A per>i>iem .ullu-r- 
ence to targets or timetables based on assumptions which have been 
falsified by events might well be as disastrous as leaving the whole 
matter to chance. 

5. For a nation with an open economy like the I uited Kingdom, 
the assumptions and forecasts underlying long-term plans are largely a-.- 
sumptions and forecasts about events overseas and these plans cannot 
be elTectively prepared in isolation in its own capital. They need to be 
formulated and kept under review in collaboration with countries over- 
seas. and especially, in this case, with the other part> of the Common- 
wealth, with the countries of O.E.H.C.. and with the L nited States. Such 
consultation will narrow the range of uncertainty about future deveU)p- 
ments and tlms enable the plans to be made more precise and realistic. 
Still more, it will allow both the plans of the United Kingdom and the 
plans of other nations to be modified by agreecnent to mutual advantage. 
The benefits of a workl-wide division of labour mu.st be secured. L util 
these possibilities are explore<l. the plans must remaiti provisional. 

6. Finally, recovery tmist not be bought at the j)rice of arbitrary 
and excessive interference with the rights of the intlividual. ^he United 
Kingdom intends to make resolute use of its tra<litionaI tcchni(|ues ot 
financial policy and of the direct public control of certain basic indus- 
tries. A large measure of control will have to he retaijicd over imports, 
over the total amount of home consumption, and over the scale and 
composition of investment. Hut powers of prohibition and compulsion, 
though they must be used to set limits to economic freedom, must not be 
allowed excq)t in very special circumstances to infringe the personal 
freedom of the individual. The execution, as well as the preparation, of 
plans must he based upon the willing co-operation and understanding 
of the general public. 

7. For the United Kingdom, therefore, a long-term plan can he no 
more and no less than a statement of economic strategy. It will not at- 
tempt to l)C a complete and rigid set of instructions for several years 
aheatl. Certain of Its parts will he worked out in detail, hut its main 
purpose will be to provide the framework within which more precise 
.short-term plans can subsequently he worked out. The practice of pre- 
I)aring annual programmes has already been estahlishetl in the United 
Kingdom and this system has been adapted to the needs and opportuni- 
ties of the European Recovery Programme in the programmes submitted 
for 19-18-49 and 1949-50. These annual programmes are the necessary 
instruments with which the broad strategic plans contained in the Long- 
Term Programme will l>e given precise content. The United Kingdom 
ho|)cs, therefore, that the joint discussion and revision of this draft of 
its Long-Term Programme, side by side with the programmes of the 
other countries of O.E.E.C., will result in a joint programme and a set 
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of national programmes that will lie clear and effective guides in the 
preparation of detailed plans in the coming years. 

(2) 'Die Problem Before I he United Kingdom 

8. The crucial imme<liate prtiblem for the United Kingdom, as for 
«dl member nations of the C>.Ii.E.C., is the balance of ])aymcnts. In some 
respects, however, the I’nited Kingdom's problem differs from tliat 
whicli faces Eurojic as a whole. 

9. For Europe as a whole in 1947 imports bail increased and ex- 
ports decreased by comparison with 1938; net incomes from shipping 
aiul investment ha<l fallen and the world rise in prices had etiormously 
enhanced the monetary measure of the increased deficit. These changes 
were accompanied by very large structural changes in the pattern of 
intra-European trade and payments. 

10. liy contrast the United Kingdom by 1947 had already increased 
the volume of visible exports to 9 per cent, above 1938: and visible 
imports were kept 20-25 per cent, below the 1938 level, despite the 
greatly incBcased volume of employment an<! output. Though the terms 
of trade were 15 per cent, worse than in 1938 — in contrast with the 
experience of most other O.E.E.C. countrie.s — the proceeds of ex])orts 
paid for a far greater proportion of imports than in 1938. This was a 
great achievement ; but it was more than offset by the loss of investment 
revenue, and by the increase in necessary Government overseas expendi- 
ture caused by the aftermath of war. The result was a current deficit of 
U630 million in 1947 compared with only some U70 million in 1938. 
The figures are summarised in the following table : — 



<£ tuillioii al 

currciil prfi 

Total PayiticiUs for Import:^ (f.o.b.) 


^947 

835 

1,540 

Receipts for Exports and Re-exports 

533 

1,102 

Deficit on \*isib!c trade 

-302 

-438 

Invisibles ( Net) 

+232 

-192 

Total Deficit 

-70 

-630 


1 1. The deficit in 1947 was due wholly to a deficit with the Western 
Hemisphere of .£670 million ($2,700 million) ; with the remainder of 
the world the United Kingdom had, in fact, a small surplus. In 1947 by 
far the gravest problem was therefore the dollar problem. 

12. In 1947 the gold and dollar reserves of the sterling area (in- 
cluding the expenditure of loan resources) were subject to a net drain of 
34,100 million, of which over $800 million was on account of the rest 
•of the sterling area. These reserves are, of course, the reserv’es of the 
sterling area as a whole. \’’ery large reductions have already been made 
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in this outflow during 1948; in the first lialf of the year the nil outfl'iw 
•was at an annual rate of little over $2,000 million, hall that of 1947. 

(5) Nature of the Solution Proposed 

13. The task before the United Kingdom of the next four year>, U' 
for the other participating countries, is to close the gaj) in the Ixtlancc 
•of payments and to overcome the shortages of essential commodities 
which were experienced even when expenditure on imports exceeded 
•overseas income by so large a margin. A wide variety of policies mu.st 
work together to this end. 

14. Total home production must be increased. This reijuires steady 
increases in productivity and the maintenance of stable financial condi- 
tions. Exports must be expanded, and the i)roportion of im|>ort.s coming 
from non-dollar sources must f>c increased. The general policies which 
■it is intended to follow on these matters are set out in Chapter II. 

15. A number of particular industries have especially important 
parts to play. These are described in Chapter III. 

16. A large home investment programme and a careful control of 
its comi>osition are clearly of great imi)ortance. This is discussed in 
Chapter I\^ while Chajiter V deals with investment in overseas territo- 
ries. 

17. If these policies are carried through successfully and are ac- 
companied by the development of international collaboration on the one 
hand and on the other by the continuance of external aid on an adequate 
scale, it is believed that the objective of stable and satisfactory economic 
conditions independent of outside aid can be achieved in the Uniteil 
Kingdom in 1952-53. Chapter \T sets out estimates of the balance of 
payments that might be reached and indicates some of the problems 
associated with it. 

18. In Chapter VII the consequences of the policies and pro- 
grammes set out in Chapters II-VT on the levels of activity and con- 
sumption in 1952-53 are briefly described. Finally, this Chapter empha- 
sises the vital parts which external assistance and international collabo- 
ration must play in the development and execution of this programme. 

19. Before commencing the full exposition it may be convenient to 
summarise at the outset certain essential features of these policies. 

20. This Programme pays full regard to the obligations entered into 
under the Convention for European Economic Co-oj>eratlon signed in 
Paris on 16th April, 1948, and the Economic Co-operation Agreement 
with the United States Government signed in I.x)ndon on 6th July, 1948. 
It is submitted to the Organisation for European Economic Co-operation 
as a contribution towards the preparation of a joint recovery pro- 
gramme. 

21. It has been prepared on the assumption that the obligations of 
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the ILiiropeaii Convention will he continnousis' and progressively iinple- 
niented (hiring the period to 1952. and that the co-operation thus 
achieved will continue to hear fruit in later years. The results it is hoped 
to achieve would he impossible without the continuance of external as- 
sistance during the period of recovery and without the closest co-opera- 
tinn with the ])articipating countries, and with other countries of the 
Itritish Commonwealth. 

22. A major olijective of the I'nited Kingdom's programme is the 
maintenance of sterling as an international currency : this in itself is a 
positive contribution to international economic stahilitv. In order tO' 
secure this objective the maintenance of the sterling area gold and dollar 
rcNcrves is essential. 

23. The ])olicies and programmes described arc designed to solve 
hnih the general balance of payments problem and within this the 
particular problem of the balance with the W'estern Hemisphere. The 
solution of the former is seen to lie much more in the continued increase 
of overseas earnings than in a reduction of overseas jiaymcnts. Thus 
exports in 1952-53 are estimated at 150 per cent, of the volume of 1938, 
and 38 per cent, above the level achieved in 1947. A verv great improve- 
ment is also sought in the lialance of invisible payments, including under 
this term earnings from oil. Xct invisible earnings are estimated to yield 
in 1952-53 over $1,000 million against some $950 million, at the present 
exchange rate, in 1938, and a deficit in 1947 <*f nearly $800 million. Ag- 
gregate imports, after allowing for a measure of overseas investment, are- 
expected to remain at around the level now ])rograinmcd for 1948-49,. 
somewhat above the 1947 level, but still significantlv less than pre-war. 

24. 1 he programme show.s a potential solution of the Western Henu- 
s[)here payments problem along the following lines. Starting from the 
huge deficit of $2,700 million in 1947. it shows a gain in net invisibles 
of some $600 million, largely due to shijiping, oil and tourism. It allows 
for an expansion of export earnings of $800 million, an increase of some 
120 per cent, above the 1947 level, and a reduction of imi>orts of $1,000 
million. Even these large changes will still leave some ^00 million to 
be covered by gold or dollar earnings from the rest of the sterling area. 
1 he.se increa.ses in exports and invisibles presuppose an immense effort, 
and it should be made (piite clear that the reduction in imports from the 
1947 level is in no way conceived as desirable in itself. This reduction, 
much of which has already taken place, is in the main a return towards 
the traditional distribution of imports from the distorted pattern of 
1947 when the United Kingdom, in common with other European coun- 
tries. was abnormally dependent on supplies from the Western Hemi- 
sphere. On present evidence it is not now thought realistic to estimate 
direct earnings of Western Hemisphere currencies at a higher figure 
than here shown, or to rely upon earning more gold and dollars by trade 
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with the rest of the world. If in the event it proves possible to increa'C 
■these earnings further, the Western lleniisphcre import programme eati 
he readily increased to the advantage of the United Kingdom ecoii>im\- 
and without modification to other plans. 

25. The eventual balance of payments shown is consistent uiili 
levels of production and consumption substantially higher than the pre- 
sent. This is due not so much to the increase in imports over 1947. as to 
the fact that home production is planned to increase by more tlian is 
needed to jjrovide the adilitional exports. The expansion of home agri- 
culture will enable the level of food consumption to rise con.'i<lerabl\ 
above that of 1948-49. Manufacturing output, supported by the increased 
output of steel and by provision in the import programme of a higher 
scale of raw material supplies, can be about 25 per cent, above 1947. and 
the supply of cajiital ctjuipnient to industry about 15 per cent, above. 

{4) Progress Since 1947 

26. The attainment of such levels clearly calls for a sustainc<l etYort 
from the British pco])Ie. But the substantial progress achieved during the 
first half of 1948 is solid evidence that it will be forthcoming. 

27. I he improvement in the balance of payments has been striking. 
The following table compares the provisional estimate of the balance in 
the first half of 1948 (expressed as an annual rate) with the figures for 
1947 and the estimates for 1952-53 given in Chapter \T : — 


United Kingdom Bal.\nce ok Payments on Current Account 

(A) U'Uh AH Areas 


1918 


$ miUiou 


Total payments for Imports 
Receipts from Ex|>orts and F 

Deficit on Visible Trade 
invisibles (Net) 

Balance on Current Account 

(B) 

Total Payments for Imports 
Receipts from Exports and F 

Deficit on Visible Trade 
Invisibles (Net) 

Balance on Current Account 


19^7 

(Anmul rate) 


(Curreiil 

Jaiiuary-June 

{Program vie 

Prices) 

(Current Prices) 

Prices) 

6,206 

7.1S0 

8.0,t0 

i 4,441 

5.892 

7.377 

-1.765 

-1,258 

-653 

-774 

4-130 

4-1.053 

-2,539 

-1.128 

4-400 

estrrn Hemisphere 


2,885 

2,370 

1.888 

s 661 

944 

1.455 

-2.224 

-1.426 

-433 

—476 

-146 

4-142 

-2,700 

-1,572 

-291 


Moreover, as already stated, the net drain on gold and dollar re- 
sources in the first half of 1948 was at a rate only half of that ruling in 
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2S, Similar progress has been made with home production. The- 
index of industrial production for the second quarter of 1948 stood at 
13 |)t r cent, above the average of 1947. During the same three months,. 
coal production averaged 9 per cent, above the same quarter last year. 
In the first six montlis of 1948 steel production was at the annual rate 
of 15!.'j million long tons compared with a total output of 12-):4 million 
tons in 1947. Duritig llie second (juarter of 1948 cotton yarn output was 
nearlv 20 per cent, above the average for 1947 and rayon yarn about 
20 per cent, above. The total value of production of agricultural ma- 
cliinery in the second (piartcr of 1948 was $67 millions compared with a 
f|iiarterly average in 1947 of $44 millions. There has been a marked 
expansion over last year in livestock munber> and in the amount of 
land under cultivation. I’oultrv flocks have increased bv a fifth and the 
number of pigs by a third. The rate of exports in the second quarter of 
1948 was alreadv more than half-wav between that of 1947 and the rate 
now expected to he maintained in 1952-53 aiwl later years. The increases- 
in the exjwrts of engineering products and textiles are especially notable. 
Many oilier examples of steady progress could he given to illustrate the 
distance the United Kingdom has already gone along the road to re- 
coveri'. 


CHAPTER II.— GENERAL POIJCIES 

29. In this chapter are described the policies of a general nature 
that the United Kingdom intends to adopt in order to guide the nation’s 
effort in the economic field during the next four years. These general 
policies arc fundamental to the success of the more detailed plans and 
programmes described in subsequent chapters. 

(/) The Promotion of UnderstatuUng and Common Effort 

30. The difficulties of the present economic position do not present 
themselves in an obvious form to the Ilritish public. Unemployment is 
barely noticeable; jobs arc ajiparently secure: industry is finding it easy 
to earn profits ; wages are relatively high : the necessities of life arc more 
fairly <listributed than ever before ; and because they cannot buy many 
necessaries, many people have money which they can spend on things 
which they would otherwise regard almost as luxuries. A real and grave 
crisi.s in economic affairs seems remote and unreal. At the same time 

e in the background of their minds the unemployment 
between the wars. This comes to the surface when the practical prob- 
lems of changes in the structure of industry involve changes of employ- 
ment, and, perhaps, the risk of unemployment in the transition. 

31. For this reason it has been, ever since the end of the war. the 
policy of the United Kingdom Government to give the people at all times 



THE UNITED KINGDOAi ANT) THE DOMINIONS 


22 r 


the fullest irformation about the realities of the econotuic situation, 
and to impress upon them the need for a high level of production. 
A large volume of statistics of current economic affairs is published 
monthly; and every year there is issued an Economic Survey in which 
immediate needs, prospects and policies are explaineil as fully and forci- 
bly as possible. Modern techniques of publicity are used to explain and 
bring home the contents of these surveys, and gcnerall\ to make knnwt> 
to the nation its fundamental economic problems and the policies neces- 
sary for their solution. 

32. Techniques of joint consultation between Government, manage- 
ment and labour in the preparation and execution of plans have been 
widely developed. These are essential to the efliciencv of democratic 
planning and to the promotion of a proper unflerstanding of national 
problems. At tfie highest national level the Economic Planning Boar<l. 
the National Joint Advisory Council and the National Production Ad- 
visory Council for Industry are particularly concerneil with general 
policies. For particular industries the Departments concerncil have their 
own machinery for consulting the management and trade union side of 
such industries at the national level. At the regional level the Regional 
Boards for Industry* (represented by their chairmen on the National 
Production Advisory Council for Industry) bring together the regional 
officers of Government Departments and the two sides of industry. The 
general purpose of all these consultative bodies is similar; they provide 

a regular means of consultation between Government, management and 
labour. 


(2) Fiscal Policy 

. central principle which guides the financial poliev of the 

Lnited Kingdom was stated by the Chancellor of the Exchequer in open- 
ing his budget on 6th April, 1948, “Government expenditure aiul reve- 
nue ought not to be considered in isolation from their effects upon the 
general economic prospects of the country. ... The new task of the 
Chancellor of the Exchequer is not merely to balance the budget; it is 
a inuch wider one — to match our resources against our needs so that the 
main features of our economy may be worked out for the benefit of the 
community as a whole.” 


34. In order to make the fullest use of the available resources, the 
fi.scal policy of the Government must be directed to the maintenance of 
a high level of employment. It became evident in the course of the year 
1947 tliat a persisting inflationary pressure, originating in the necessities 
of financing a total war, was liable to impede the course of recovery. 
The pressure of home demand was competing with the needs of the ex- 
port drive, both directly and through its tendency to drive up costs and 
prices. At the same time, an abnormal prosperity was being experienced 
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by all industries, which liindered the best tisc of resources because of its 
effect upon the expansion of those industries whose i)roducts were most 
nrj'entlv nccdcrl from the national point of view. Both the supplemen- 
tarv hudj'et of Xovemher. 1947, and the budget for the fiscal year 1948*49 
were <lesignecl to correct this situation. In opening the 1948 budget, the 
C'hancellor st.ited one of its ])rincipal objectives in the following words : 
'■Siilficient pxirchasing power must be withheld by taxation and by ^•ol- 
untary saving to offset the purchasing power created by public expendi- 
ture and capital investment.” Since the current level of voluntary sav- 
ings was inade<iuatc to finance the investment programme, the 1948 
budget was <lesigned to proditce a surplus of revenue over current ex- 
penditure of £780 milli«»n (over 3 billion dollars), which was expected 
not only to meet the capital expeiuliturc of the (iovernment but to pro- 
vide a further sum estimated at about £321 million (over 1 1-4 billion 
<lollars) towards the tittal saving needed to offset private investntent. 

35. Thus the pttlicy of public finance is to maintain full employment 
but to counter any inflationary pressure arising from a deficiency of 
voluntary saving in relation to the projected level of investment. The 
application of this policy is a matter of considerable delicacy and it is 
clearly impossible to forecast the particular fonn which will be taken 
by subse<|uent budgets. The investment policy describe<l elsewhere in 
this programme, which plays a large i>art in the plans for recovery, is 
placing, and will place, a heavy strain on British resources, particularly 
in view of the objective to eliminate the present overseas deficit within 
the i)criod of four years. 

36. If a deficiency in demand became ai)parent. the policy <8* full 
em|)loymenl would ref|nirc an appropriate change in fiscal policy. To 
<|note again fnim the 1948 biulgct speech: “W’c ituist watch the situa- 
tion carefully and be ready to detect the ntoment when the inflationary 
])rcssurc vanishes and gives place to deflationary tendencies; if such a 
thing should hajjpen. we must then make a rapid rea<ljustment of our 
economic and financial ])olicies.” 

37. Within this general framework the fiscal provisions should 
encourage the general increase in productivity which is looked for 
during the recovery period ; while the system of indirect taxation and 
of sul)sidics contributes towards a general policy of price and wage 
stabilisation. To encourage productive- effort the 1948 budget made 
eonsiderablc reductions in the burden of direct taxation on earned in- 
comes and the rates paid on the lower ranges of income were reduced. 
The i>olicy of food subsidies, which was desigtted to keep down the 
costs of essential foodstuffs and thus to support the general objective 
of costs stabilisation referred to in the following section, was con- 
tinued. One of the problems of an inflationary situation is the difficulty 
of securing the redeployment of labour into the more essential but not 
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always the more attractive industries, and the present fiscal policy, ac- 
companied by the measures described below, is designed to assist this 
movement.*® 

Conclusions 

219. Broadly speaking this Programme provides for an expansion 
of output in manufacturing, mining, agriculture, building and public 
utilities taken as a whole to a level about one-third above pre-war and, 
despite a constant or slightly declining labour force, to increase manu- 
facturing output by a quarter in the five years from 1947 to a level about 
40 per cent, above 1938. This expanding output will make possible an 
estimated expansion of exports by nearly two-fifths above the level 
achieved, after two years’ intensive effort, in 1947, and this in turn will 
supjxjrt a considerable increase in raw material imports. At the same 
time the supply of capital equipment to home industry’ should increase 
to a level about 15 per cent, above 1947. As has been shown in para- 
graphs 26-28 the United Kingdom has already made substantial prog- 
ress towards these objectives. 

220. A growth of output and trade of this magnitude will, besides 
reducing the balance of payments problem to manageable <limensions, 
permit a distinct increase in home consumption per head not only be- 
yond the somewhat meagre standards of 1947 but, in many respects, 
beyond pre-war levels. The supply of manufactured goods for the con- 
sumer should rise 15-20 per cent, above the 1947 level, with clothing 
and household goods somewhat above the pre-war level. There should 
be sufficient supplies of the chief energy-producing foods and notable 
increases in the 1947 levels of consumption per head of meat, eggs, oils 
and fats. The consumption of food as a whole would approach the pre- 
war volume and the more equal distribution of the national income 
which has been secured in recent years would imply that the standard 
of food consumption of a large part of the population should be mark- 
edly better than before the war. 

The Role of External Assistance 

222. The absence or the inadequacy of aid would, in the first in- 
stance, show itself in a reduction in the years before 1952 in the supplies 
of food, raw materials, machinery or oil presupposed in the programme 
set out in the preceding chapters. The implications of such a deficiency 

“The remainder of this chapter discusses the manner of restraining: rises of 
income ; specific measures taken to secure the redeployment of human resources, 
and to increase productivity; control of production and consumption; and the 
broad lines of international policy. 

_,‘*We omit Chapters III (Major Industrial Plans), IV (Investment in the 
United Kingdom), V (Development of Overseas Territories), and VI (Estimate 
of the Balance of Payments in 1952-53), 

15 
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are clear. A reduction in the supplies of food would endanger iirst the 
nutrition of the Britisli j)eople and tints in time utidermine the drive for 
increased i)roductivity on which so much of the United Kingdom’s hopes 
for the future tlepcnd. W ithout this assistance it would be necessary 
for the L nited Kingdom to devote more of its resources to meeting its 
essential food needs, so redticing correspondingly the home investment 
programme atid the exports of capital goods required for the develop- 
ment of the ])articipating countries and tlie associated overseas terri- 
tories. More <lireclly. any substantial cut in raw material supplies would 
mevitably imjily a corresponding cut in home investment and in exports 
of capital goods — in the rate of industrial re-equipment at home and 
in the contribution which the United Kingdom can make to develop- 
ment overseas. Hope would have to he abandoned of carrving through 
the great <levcloj)ments in the United Kingdom economv which are the 
basis of this programme. 

223. It is thus seen that the assistance of the United States plays a 
vital part m the United Kingdom’s recovery plans. But it also strengthens 
the United Kingdom’s capacity to co-operate with the other countries 
of O.E.E.C. in the pursuit of joint recovery plans. It contributes to the 
stability of their currencies thus enabling the gradual strengthening of 
tnultilatcral trade. The position of the United Kingdom as the center 
of a large group of nations trading in sterling is such that any setback 
m Its recovery would have widespread repercussions throughout the 
economic systems of the world. The immediate measures of self-protec- 
tion enforced by such a setback might start a downward spiral that 
could not easily be halted. 


Full Employment in Australia. May 1915^- 
Private aufi Public Investments 

A tendency of spending to decline, thus causing unemployment, can 
be offset by a relatively small increase in public expenditure and by 
banking policy and other measures to encourage private spending. Just 
as unemployment breeds more unemployment because unemployed work- 
ers and depressed businesses are bad customers for other industries, so 
employment breeds more employment because extra demand for some 
goods enables the producers of those goods to increase their purchases 
and so on. If government maintain a continual close review of current 


"Tlic Parliament of tlie Commonwealth of Australia: Full Emptoyment in 
Ax^iralia (May 30, 1945). Reprinted in Ht^rings bcfoTC SubcottUHtitf^ oh Bottking 
and Currency US. Senate on Full Emphytnent Act of 1943 (revised), pp. 86- 
104. Only a few e.xccrpU are given here; page numbers refer to the U.S. Senate 
reprint 
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and prospective trends in spending and the level of activity in the econ- 
omy, they will be ready to act as soon as a decline threatens. The earlier 
they do so, the smaller will be the increase of public and private expeiifli- 
ture required. When expenditure is increased it will give additional em- 
ployment and incomes to some producers; their extra spending will still 
further increase employment and incomes, and this process will go on 
for some time multiplying on itself, (p. 89) 

The commonwealth government believes that the greatest single con- 
tribution to the stability of private capital expenditure will be the as- 
surance that total spending will be maintained at high and stable levels. 
Furthermore, special plans will create new opportunities for private cap- 
ital expenditure. For example, the commonwealth and state governments 
are agreed on plans for a substantial expansion of house building activity 
as soon as the war permits. Building is an important element of private 
capital expenditure, and industries associated with it should be on a firm 
basis for expansion for many years to come. (p. 91) 

The essence of the employment jiolicy outlined in this jiaper is the 
willingness and ability of governments and governmental atithoritics to 
undertake sufficient capital expenditure of tlie right kind at the right 
time and in the right places. Accordingly, it will be necessary at regular 
and frequent intervals to consider the amount and composition of public 
capital expenditure in relation to the total programme necessary to main- 
tain full employment. Under peace-time conditions, by far the larger 
proportion of public capital expenditure will be the immediate responsi- 
bility of governmental and semi-governmental agencies other than the 
commonwealth. For this reason, the e.xisting machinery for conclusion 
between the commonwealth and state governments must be used and 
develop for reviewing and co-ordinating public capital e.xpendiiure as 
a major instrument of full employment policy, (pp. 103-4) 

Balance of Payments and Correctives 

A policy of full employment, brought about through the mainte- 
nance of high levels of expenditure, will necessarily involve an increased 
demand for imports. Australia has always been a heavy importer of ma- 
terials and, with an expanding national income, will continue to be so in 
the future. But the amount we can spend on imports is limited by the 
amount of export proceeds, together with reserves of oversea funds, 
which are available for this purpose. 

The government is taking measures designed to expand and stabilize 
post-war markets for Australia’s exportable products, which will help to 
achieve greater stability in our export incomes, (p. 97) 

The full success of these measures, how’ever, depends upon the gen- 
era! state of employment and economic activity throughout the world. 
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which largely determines the demand for internationally traded goods. 
The government is therefore seeking an international agreement rmong 
important trading countries to maintain high levels of employment 
within their own territories. 

Australia must be prepared for some fluctuations in the balance of 
payments. Difficulties may arise from a decline in the world demand for 
Australian exports, either because of a failure on the part of important 
trading countries to maintain employment and spending, or because of 
a shift in world demand to products diflferent from the ones we have 
been exporting. There are also climatic and other temporarj' factors 
which w ill continue to have an important effect on exports. 

Minor fluctuations in export income will, as in the past, be met by 
running down oversea reserves in poor export years, and building them 
up in good years. The government’s banking legislatiott provides the 
Commonwealth Bank with adequate powers to mobilize our foreign ex- 
change reserves and will ensure that the best use is made of them. 

If there is a prolonged and severe fall in exiK)rt incomes, it will not 
be jwssible to meet the deficit in the balance of payments merely by 
drawing from oversea reserves, and we shall then have to redtice ex- 
penditure on imports. In the past, necessary reductions in imports have 
u.Mially been allowed to come about by permitting a fall in export in- 
comes to result in reduced spending by c.xport producers, thus bringing 
about unemployment and a general fall in incomes to the extent neces- 
sary to reduce imports to the level at which they could be paid for from 
export income. This deflationary method is inconsistent with a full em- 
ployment policy, and seiA’es the interests neither of the people of Aus- 
tralia nor of the people of the countries with which Australia trades. The 
government will not countenance this method in future. 

Other means of reducing imports will thus be required. If the deficit 
in the balance of payments is primarily due to a permanent decline in 
oversea demand for Australian products, and if it is not possible to 
restore export income by shifts of productive resources to meet changes 
in world demands, an alteration in the exchange rate may be the appro- 
priate method of correction. If, however, the fall in export income is 
one which, although prolonged and severe, is not permanent, the more 
appropriate method may be quantitative restriction of imports. 

The kind of action taken to control imports would depend on the 
government’s assessment at the time of the causes and probable duration 
of the deficit in the balance of payments. The government considers there 
are good grounds for expecting a reasonably steady expansion of export 
income in the future. If. however, there should be a serious deficit in 
the balance of payments, import spending will inevitably have to be re- 
duced, It would be in the interests neither of the world nor of ourselves 
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to make the reduction by means of employment in Australia. Australia 
will make its maximum contribution to the flow of world trade by main- 
taining full employment at home, and by allowing the consequent high 
level of expenditure to become effective in demand for imports up to the 
limit of our available oversea funds, (p. 98) 

Inflation and Wages 

This policy will need careful administration. Xot onl_\’ will it be 
necessary to offset a tendency for spending to decline, but governments 
must also ensure that total expenditure is not too high. As long .as there 
are unemployed resources to be drawn into production, increased ex- 
penditure will produce a higher level of employment, but once full em- 
ployment has been reached, production is at its maximum. A higher level 
of expenditure would then cause prices to rise, with adverse effects on 
the stability of the economy and on the welfare of large sections of the 
community. (p.90) 

A sense of the responsibility of the trade union movement to the 
community is more likely to be fully developed if unions generally are 
satisfied that the system of wage fixation is such as to pass to workers 
a fair share of increased output flowing from the growing productivity 
of labour as technical processes improve, and our resources are further 
develoi)ed. It should be possible to have a ])eriodical review of the stand- 
ard of consumption which the basic wage is to represent — a review de- 
signed expressly to ensure that the normal upward trend of real output 
available per head is duly reflected in the level of real wages. The main 
factor affecting this trend will be progressive technical improvements in- 
creasing the productivity of labour, (pp.96-7) 

Mobility 

It is essential that a full employment economy should not run along 
in a groove, unresponsive to the clianging wants of the people and to 
technical progress. Unless the economic system is flexible and responds 
effectively to changing circumstances, full employment can be achieved 
only at the cost of using resources in relatively unproductive and waste- 
ful employment. To an important extent, this problem can be solved if a 
spirit of enterprise is alive amongst all concerned with productive effort, 
whether businessmen, primary producers or workers. But in order that 
such a spirit may have full scope, workers wishing to cliange their em- 
ployment must have a ready means of discovering favorable opportuni- 
ties ; equally, employers need a ready means of getting in touch with 
additional workers with suitable abilities when they wish to expand their 
activities, (p. 94) 
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Canadian While Paper on Employment and Income” 
Objectives 

111 setting as its aim a high and stable level of employment and 
income, the government is not selecting a lower target than “full em- 
ployment.” Kather. the government is mindful that employment and in- 
comes will be subject to fluctuations in the sphere of international trade, 
which can not be wholly and instantaneously offset, and that seasonal 
fluctuations, resulting from climate and buying habits, are not to be 
overcome without much patient and resourceful work. (p. 105 ) 


Public Investment Policy 

.Ijtcr the If or: The deliberate use of public investment expendi- 
tures as a permanent instrument in employment policy has to be under- 
taken experimentally. There is, as yet, no working model even in other 
countries. It will he necessary to frame policy to fit the facts of the 
Canadian economy and atlminister it in accordance with our federal 
constitution. The government believes, however, that there will be wide 
agreement in niaking a substantial beginning along two lines; 

(a) the undertaking of advance planning of all necessary and de- 
sirable Dominion projects so that there may be available a “shelf” of 
soundly planned projects, ready for execution when prospective employ- 
ment conditions make it desirable to increase public investment expendi- 
tures. Since in the inter-war years the public investment expenditures of 
])rovincial and municipal governments have been much greater than 
those of the Dominion Government, it will be an essential part of such 
a policy that advance planning on the part of these governments shotdd 
be encouraged, and, without interfering with provincial or municipal 
decisions in respect of the direction of their own expenditures, co- 
operation should be sought on the timing of such expenditures. 

(b) the implementation, in co-operation with the Provinces, of a 
new Dominion policy, of expenditures on the development and conser- 
vation of natural resources. In view of the rapid wartime depletion of 
natural resources, provision for such expenditures is urgent. While 
some of these expenditures must be continuous, a substantial portion 
of them may be varied according to emplo>Tiient and income levels. 
The resources of the farm, forest, mines, fisheries and rivers are basic 
to Canadian development and prudent expenditure on their conservation 
and development will be true investment expenditure yielding valuable 
returns. The returns will be greatly enhanced, if the development and 
conservation of the resources of particular areas can be co-ordinated. 


** Hearing before Stibcoininittec on Banking and Currenev 
Full Employment Act of 1945 (revised), pp. 104-18. 


US. Senate 


on 
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Such expenditures would provide some measure of alternative in- 
come in the areas affected by declines in export markets, and thus 
would fight most of our depressions at the point of first contact rather 
than after they have spread through the economy. There is in the fiekl 
of development and conservation the opportunity at appropriate times 
for genuine public investment which would induce more private invest- 
ment and not supplant it. 

Beginning on these two lines, the Dominion government would seek 
to enlarge the scope of its public investment ])rogram as rapidly as ex- 
perience could be acquired in its management and sound plans laid for 
the future. In undertaking the policy, the Dominion would not seek in 
any particular to limit the control of provinces over their own resources 
nor to divert any of the revenues to be derived from them. (p. 113) 

jMohility 

A high overall demand for labour will not of itself assure jobs for 
all. The kinds of work offering and the places where unfilled jobs exist 
will change with the seasons of the year and with the development of 
new consumer demands, new industries, new processes, and new mate- 
rials. There must, therefore, be a high degree of mobility of labour as 
between occupations, and between jobs and places. This is particularly 
true of such a country as Canada at its stage of development and with 
its climatic conditions. The attainment of the required mobility and 
adaptability will depend in large degree on the initiative and resource- 
fulness of the workers themselves, (pp. 114-15) 

Fiscal Policy 

In these circumstances, the government considers the post-war debt 
problem to be quite manageable. The government will be prepared, in 
periods when unemployment threatens, to incur the deficits and in- 
creases in the national debt resvilting from its employment and income 
policy, whether that policy in the circumstances is best applied through 
increased expenditures or reduced taxation. In periods of buoyant em- 
ployment and income, budget plans will call for surpluses. The govern- 
ment's policy will be to keep the national debt within manageable pro- 
portions, and maintain a proper balance in its budget over a period 
longer than a single year, (p, 1 16) 
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Chapter XI 


India: An Exercise in Economic 

Arithmetic 


Introduction to the Bombay Plan 


I N 1944, eight leading businessmen in India wrote Plan of Economic 
I Development for India, now known as the Bombay Plan. This plan 
is little more than a statement of objectives. In the present chapter, we 
reproduce the major part of this plan, omitting paragraphs 19-39. 57-9. 
67 (j)art), 68-75, which give details of the minimum standards of living 
to be achieved, a discussion of some aspects of agricultural improve- 
ment, and of the educational and housing program. 

Details of planning; the administrative problems involved; the man- 
ner of re-allocating economic resources and of raising productivity — 
^ese and many other aspects of the problem do not greatly concern the 
Bombay planners. Theirs is the task of setting up goals to achieve. 

They note the minimum standard of living to be set in terms of diet, 
clothing, housing, health, and education, and estimate what the costs 
would be. In 1929, consumption of cotton piece goods was but 16 yards 
per capita in India, as compared with 64 yards in the United States. In 
Bombay, the average floor space per person was 27.58 square feet, the 
goal, 100 square feet. Large advances are required in health standards: 
expectation of life for males was 60.6 years in the United States, and 
but 26.9 years in India. In respect to water supply, it is known that out 
of the 1,471 towns in British India in 1939, only 253 towns with a pop- 
ulation of 13 millions had protected water supplies, and sanitation 
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standards generally were no better. Literacy in India for a given age 
group was but 14.6 per cent as compared with 80 per cent in advanced 
countries. In short, there was much room for improvement. 

In 1939, per capita income in British India was but 4-5 per cent of 
that in the United States. 7 per cent of that in the United Kingdom, and 
about 30 per cent of that in Japan. The Bombay Plan proposed to raise 
India’s income within fifteen years by 300 per cent, and its per capita 
income by 200 per cent, a goal to be achieved in jiart by a rapid in- 
dustrialization. The rise of income in industry was to be 500 per cent, 
in agriculture 130 per cent, and in sei^dces 200 per cent. It was dcemetl 
necessary to encourage basic industries — e.g.. power, engineering, and 
transport; to import large amounts of capital from abroad, in large 
instalments in the early years and smaller ones later, as the amount of 
domestic capital available would rise. Among the features of the plan 
were special attention to power development, free scope given to con- 
sumers’ choice, the encouragement of small industries, which are eco- 
nomical of capital and which also are sources of employment, a low 
ration of capital to labor in accordance with the greater availability of 
labor relative to capital, and agricultural refonn. The Bombay group 
also emphasized the need of more roads, railroads and shipping, and the 
improvement of education as prerequisites of large industrial advances. 

Finance, in the views of the Bombay group, was a “camp follower.” 
They would not write down their plans for fear of not obtaining ade- 
quate money. They anticipated that close to £2,000 billion required for 
external use would be had from the following sources : 

Hoarded wealth — £225 million 
£ Sterling securities — £750 million 
Balance of trade — £450 million 
Foreign borrowing — £525 million 

In addition, they would obtain £5,550 million for internal use: £3,000 
million out of savings and £2,550 million out of “created” money. The 
manufacture of money to create \vealth was held to be justifiable by the 
Bombay group, since the corresponding loans would be self-liquidating. 
Temporarily, however, there would be pressure on prices. “During this 
period, in order to prevent the inequitable distribution of the burden 
between different classes which this method of financing will involve, 
practically every aspect of economic life will have to be so rigorously 
controlled by government that individual liberty and freedom of enter- 
prise will suffer a temporary eclipse,” * 

Many did not receive the Bombay Plan kindly. The London Econo- 
mist, for example, criticized it for its grandiose pattern, for its failure to 

'A Plan of Economic Development for India (1944), p. 55. 



232 


ECONOMIC PLANNING 


support agriculture, for its inflationary implications, 
nature, and for its protectionist tendencies.- 


for its authoritarian 


An official report published after the first part of the Bombay Plan 
Had been issued was much less ambitious. The government was in'terest- 
od m raising standards ot living and providing full employment, and 
^\ ould make some use of controls developed in wartime. Thev would 
rely on programs of public investment and social welfare and investi-^ate 
the mdustriai possibilities prior to definite recommendations, being pre- 
pared to have recourse to protectionist measures to support industry.^ 


BOMBAY PLAN 


iMcmorandum: Introduction * 


{!) Aim of I^lemoratidum 

This memorandum presents in brief outline a plan of economic de- 
velopment for India. The plan set out in it is not in any sense a complete 
scheme nor is its scope so comprehensive as that of the National Plan- 
ning Committee to whose labours the conception of a planned economy 
for India is very largely due. Our object is merely to put forward, as a 
basis of discussion, a statement, in as concrete a form as possible, of 
the objectives to be kept in mind in economic planning in India, the 
general hues on which development should proceed and the demands 
which planning is likely to make on the country’s resources. It contains 
no reference to such essential matters as the organization, methods, and 
technique rec|uircd for carrying out a plan. For instance, neither the 
problem of distribution, which is vital to any scheme for raising the 
standard of living, nor the allied question of the control to be exercised 
by the state over economic activities are discussed in it. . . . 


{2) Political Assumptions 

Underlying our whole scheme is the assumption that on the termina- 
tion of the war or shortly thereafter, a national government will come 
into existence at the centre which will be vested with full freedom in 


636-1^^"' (London). March 1. WA. pp. 3^-5. and May 13. 1944, pp. 

Progress of Reco»slr»clioH Plan- 

Mtng, Mdrcil J, jyH4. 

* The rupee figures quoted in the text have been converted into their sterling 
equivalents (shown m brackets) at the rate of Is. 6d. per rupee. 
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■economic matters. The maintenance of the economic unity of India 
being, in our view, an essential condition of any effective planning, we 
have assumed for the purpose of our plan that the future government 
of India will be constituted on a federal basis and that the jurisdiction 
of the central government in economic matters will extend over the whole 
of India. We should, however, explain that this docs not preclude the 
possibility of a regional grouping of provinces and states as an inter- 
mediate link in a federal organization. Such regional groupings will not 
disturb the economic unity of India, jjrovidcd that, in important matters 
affecting economic development, the authority of the central government 
is not impaired. We draw attention to this aspect of the problem because 
we think that no development of the kind wc have proposed will be feasi- 
ble except on the basis of a central directing authority which enjoys suf- 
ficient popular sui)iM)rt and jiossesses the re(|uisite powers and jtirisdic- 
tion. 

(5) Planning Organization 

We contemplate that under the central government there will be a 
national planning committee in which the various interests concerned 
will be represented and to which the responsibility for drawing up ])lans 
will be delegated. The actual execution of the plans will be the function 
of a supreme economic council working alongside the national planning 
committee under the authority of the central government. The co-ordi- 
nation of the duties assigned to these two committees and their relation 
to the various provincial and regional governments will be among the 
most important problems that will arise in connection with the constitu- 
tional aspect of our proposals. 

{4) Objective of Plan 

The principal objective of our plan is to bring about a doubling of 
the present f>er capita income within a period of fifteen years from the 
time that the plan comes into operation. Allowing for an increase in 
population of 5 million per annum, which is the rate disclosed by the 
last decennial census, we estimate that a doubling of the per capita in- 
come within a period of fifteen years will necessitate a trebling of the 
present aggregate national inconle. To achieve this increase, we propose 
that the plan should be so organized as to raise the net output of agri- 
culture to a little over twice the present figure, and that of industry, in- 
cluding both large and small industries, to approximately five times the 
present output. This would still leave our economy mainly agricultural 
in the sense that the greater part of the population would continue to 
be engaged in agriculture and allied occupations although the present 
preponderance of agriailture would be considerably reduced. 
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( 5 ) Industrial Development 

It is an important part of our proposals regarding industrial devel- 
opment that in the initial stages attention should be directed primarily 
to the creation of industries for the production of power and capital 
piotls. Mothing has more seriously hindered the development of India's 
industrial resources during the war than the absence of these basic in- 
dustries. and we consider it essential that this lack should be remedied 
in as short a time as possible. Apart from its importance as a means of 
(pnckemng the pace of industrial development in India, it will have the 
effect of ultimately reducing our dependence on foreign countries for 
the plant and inach.inery recjuired by us and, consequently, of reducing 
our rc<juirements of external finance. The proposal, however, is subject 
to this important qualification that provision should he made at the same 
time for the manufacture within the country of the most essential classes 
of consumption goods, as otherwise a great deal of unnecessary hard- 
ship may be caused during the planning period. We suggest that, in the 
production of these essential consuntption goods, the fullest possible use 
should be made of small-scale and cottage industries. This will, besides 
providing emjjloyment, reduce the need for purchasing expensive plant 
and machinerv. 


{6) Difficulties Anticipated 

We are well aware of the difficulties which may stand in the way of 
our objective being attained within so short a period. The execution of 
the jilan will run counter to many deep-seated prejudices and traditions. 
In the initial stages it will call for a \cry large measure of personal dis- 
comfort and sacrifice. Political differences may make it difficult to set 
up the necessary constitutional machinery. The international situation 
after the war may be such as not to permit of the orderly continuance 
of constructive activities on this scale. If difficulties of this character 
supervene, the progress of the plan will be materially hampered. Never- 
theless, we think that it is worth while placing before the country a plan 
which, given favourable conditions, can be realised. The difficulties we 
liavc indicated may delay the scheme but will not necessarily make it 
imj>ossible of achievement. We have some hope that if the programme 
we have put forward makes an appeal to the countr>% that by itself will 
help in some measure towards securing the conditions necessary for its 
fulfillment. It may be pointed out that the fifteen-year period we have 
suggested is intended to cover only the execution of the plan and does 
not include the time required for the necessary preparatory work, w'hich 
may take about three to five years. Once the machinexy required for 
executing the plan is properly organized, and given sufficient courage 
and energy in those responsible for carrying it out, we do not think 
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that the attainment of our objective within the period indicated is an 
extravagant hope. 

(7) Problem of Finance 

The estimates of capital expenditure contained in the memorandum 
are of such colossal dimensions that the whole scheme may appear im- 
practicable to pe(y>le whose minds are still dominated by orthodox 
financial concepts. In matters of this kind, the war has been a great 
educator. Lord Wavell. in a recent speech in London, remarked: “It 
has always seemed to me a curious fact that money is forthcoming in 
any quantity for a war, but that no nation has ever yet produced the 
money on the same scale to fight the evils of peace — poverty, lack of 
education, unemployment, ill-health.” The answer to this question, wliich 
has puzzled many an inquiring mind since the commencement of the 
war, is that money or finance is not the master of a country’s economy, 
but its servant and instrument. The real capital of a country consists 
of its resources in materials and manpower, and money is simply a 
means of mobilizing these resources and canalizing them into specific 
forms of activity. Looking at the problem from this angle, we are con- 
vinced that the capital expenditure proposed under our scheme is well 
within the limits of our resources and that, from a business point of 
view, such expenditure will constitute a sound and profitable investment 
for the country. 

{S) Explanatory Remarks 

With regard to the several estimates of expenditure, production and 
income contained in the memorandum, it is necessary to explain that, 
in view of the inadequate data on which many of the>n are based, they 
are to be regarded merely as rough approximations and their value as 
more illustrative than absolute. Further, although most of the estimates 
arc stated in terms of money, it is the quantum of commodities and 
services they represent that we have primarily in view. Money is used 
throughout as a measuring rod only ; and in order to keep the measure 
uniform, we have based all money figures on the rupee at approximately 
the average price level which prevailed during the period 1931-39. . . .“ 

Economic Plan Explained 
(55) Low National Income 

The preceding discussion has shown that our present national income 
is not sufficient to support even a minimum standard of living. But if 


* Chapter 2 on "Requirements of a Minimum Standard" is omitted. 
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we are going to develop our resources according to a prearranged platu 
v\e should certainly not be satisfied merely by providing for every person 
the niiiiimum requirements of life. .\ planned economy must aim at 
raising the national income to such a level that after meeting the mini- 
nuim reepuremcnts every individual would be left with enough resources 
for enjoyment of life and for cultural activities. Our present infonna- 
Uon. inadequate as it is. regarding the potential resources of the country 
m respect of raw materials, power, and labour leads us to believe that 
gi\ cn a systematic plan and adequate organization it is jKissible to raise 
our national income within a short time to a level considerably above 
Uiat re(|uircd for meeting the minimum needs of life. Comparative 
ijfurcs of f*cr capita national income in 1931 for certain countries of 
the world arc given below to indicate the disjiaritv between India and 
other countries: 


U.S..\. 

Canada 

U.K. 

Au$trali«a 


ANNUAL PFR CAPITA INCOME IN RS.® 


1.406 

France 

621 

(£105 9s.) 


(£46 11s. 6d.) 

I.OvlS 

Germany 

603 

(£//■ irs.) 


(£40 4s. 6d.) 

980 

Japan 

218 

(£73 10s.) 


(£16 7s. Od.) 

792 

Br. India 

65 

(£59 8s.) 


(£4 17s. Cd.) 


(? 6 ) Aim of Plan 

The objective we propose for a plan of economic development for 
India may be stated as follo\ys. There should be a threefold increase in 
the total naUouaLduudxmd within a period of fifteen years from the time 
the plan is put into execution. The aggregate incotue of British India 
as estimated in 1931-32 is Rs. 1,766 crores ( £ 1.324>^ millions). This 
should be raised in fifteen years to about Rs. 5,300 crores (£3,975 
millions). Assuming that the figure of per capita income calculated for 
British India is also applicable to the States, the range of increase in 
the total national dividend would be from Rs. 2,200 crores (£1.650 
millions) to Rs. 6,600 crores (£4,950 millions). 

( 57 ) Increase in Per Capita Income 

A threefold increase in the total national dividend will result in an 
equivalent increase in the per capita income only on the assumption 
that our population over the planning period remains stationary. This 
assumption is, however, not likely to hold good. In the absence of 

The figures e.xcept that for India are from The Conferct$ce Board Economic 
ficcord, .\u^st 3. 1939. The original dollar figures are converted at 1 $ Rs. 2289 
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adequate reliable data regarding fertility, it is extreinelv difficult to 
make any forecast about the future growth of our population over a 
period of years. But after balancing the various factors, we are incline<l 
to believe that the rate of increase recorded during the last decade will 
generally hold good for the period of our plan. W'ith the progress of 
the plan, both our birth rate and death rate would decline, but the bal- 
ance of births over deaths is not likely to show anv marked change. At 
the rate of 5 million per annum the population of India at the end of 
1960, assuming the plan to start in 1945, will, therefore, be 489 million 
and a threefold increase in our total national dividend would in effect 
mean a per capita income of Rs. 135 (£10 2s. 6d.) representing a 
doubling of the 1931-32 figure. 

(38) A Alodest Goal 

This might appear to be too modest a goal for a planned economy 
to achieve, especially in view of the fact that in the U.S.S.R.. within a 
short period of twelve years since the l)eginning of the First Five-Year 
Plan, the national income is reported to have increased from 25 billion 
roubles to 125 billion roubles, i.e., fivefold. As our national resources 
are not as extensive and varied as tho.se of the U.S.S.R., and as we are 
anxious to avoid the heavy cost in terms of human suffering which the 
U.S.S.R. had to i>ay to achieve this spectaailar result, we must neces- 
sarily fix our objective at a lower figure. 

( 59 ) Balanced Economy 

The proposed threefold increase in India’s total national dividend 
will be brought about in such a way that the present overwhelming pre- 
dominance of agriculture would be reduced and a more balanced 
economy established. According to the national income figures for 
1931-32, the contribution of industry, agriculture, and services to the 
total national dividend of British India is estimated at 17. 53, and 22 
per cent, respectively.^ (About 8 per cent of the income has not been 
classified under any of these categories.) We propose a plan of develop- 
ment under which the respective percentages might be changed roughly 
to 35, 40, and 20 for the whole of India. On the basis of these percent- 
ages, the threefold increase in the national income which is aimed at 
would involve the following increments in the net income from industry, 
agriculture and services : 

* As agricultural prices in 1931 were very low on account of the general eco- 
nomic depression, these proportions would be different in normal times. The pro- 
portion of income from agriculture would be higher and that from industry and 
services would be lower. 
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Industry 

• 

Agriculture 

Services 


AV/ mcoirir mi 

(Rs. crorcs) 
374 

{£28014 millions) 
M66 

(£874}-i millions) 
484 

(£363 millions) 


Xct incofftc expected 
after 2 ^ years 
(Rs. erores) 

2,240 

(£1,680 millions) 
2,670 • 

(£2,002J'i millions) 
1,450 

(£1,087^ millions) 


Percentage 

increase 

500 

130 

200 


{40) Agricultural Character Unchanged 


At first stght the percentage increase in industrial income which 
tins plan involves might appear to be disproportionatelv large as com- 
pared with the increase in agriailtural income. But it has to be borne in 
iniiul that our industrial potentialities have to a great extent remained 
unexploiled so far and adequate provision to make up this lag in indus- 
trial development would naturally mean a large percentage increase over 
the present level. On the other hand, as the demand for food crops which 
fonn the bulk of our agricultural products is comparatively inelastic, 
even after taking into account the probable increase in population and 
the higher level of income which the plan will bring about and the 
larger demand for industrial raw materials, it is not likely that more 
than a 130 per cent increase will be absorbed within the counlr>' It is 
however, necessary to mention that, although ultimately the contribu^ 
lion of agriculture to our national dividend will be only 40 per cent as 
compared with 53 per cent in 1931-32, it will not change the essentially 
agricultural character of our economy. From the point of view of em- 
ployment. agriculture will continue to employ the greater part of our 
population. Even the U.S.S.R.. in spite of the tremendous development 
of inthistries which she has achieved since the inauguration of the First 
Five-'icar Plan m 1928. has not been able to reduce to any marked 
degree the percentage of population employed in her agriculture. 

{41) Industries Classified 

The industries \vhich an economic plan for India would seek to 
develop may be classified into two principal categories : (a) basic in- 
dustries; and (b) consumption goods industries. 

(42) Basic Industries 

Basic industries, which would get priority over the other type of 

industries in the earlier years, would include among others the following 
principal groups: 

uJ i- ‘s calculated on the basis of Dr 

- 1931^2. which mainly takes into account harvest prices while 

S i is iL'Ld on “prS. «>i--ted in paragraph 
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Power — electricity 

Mining and metallurgy' — iron and steel, aluminium, manganese, etc. 

Engineering — machinery of all kinds, machine tools, etc. 

Chemicals — heavy chemicals, fertilizers, dyes, plastics, pharmaceu- 
ticals, etc. 

Armaments 

Transport — railway engines and wagons, shipbuilding, automobiles, 
aircraft, etc. 

Cement 

{43) Importance of Basic Industries 

These industries are the basis on which the economic superstructure 
envisaged in the plan will have to be erected. It is obvious that in modem 
times no industry can be established without power, machinery, chemi- 
cals, etc. Similarly, without fertilizers it is difficult to imagine any prog- 
ress in agriculture. In the absence of adequate shipping and other forms 
of transport, economic life especially in a country of the dimensions of 
India will remain stagnant. But for the lack of most of these industries. 
India would not have lieen left so far behind other countries of the 
British Empire such as Canada and Australia in the matter of indus- 
trial development in response to war conditions. We consider it essential 
for the success of our economic plan that the basic industries, on which 
ultimately the whole economic development of the country depends, 
should be developed as rajiidly as possible. 

{44) Production of Power 

We have deliberately placed the production of power first in the 
list of basic industries because wc believe that the development of our 
industries, both large- and small-scale, as also of agriculture and trans- 
port, will be determined to a large extent by the development of elec- 
tricity. The rapid economic development of the U.S.S.R. and Japan 
during the pre-war period and of Canada during the present war can 
ultimately be traced to the development of electricity in these countries. 
In fact in the U.S.S.R. a fifteen-year plan for the electrification of the 
country, the Goelro, was drafted as far back as in 1920, and it was only 
when the success of this plan was established beyond doubt that the 
ambitious five-year plans were put into execution. The scope for the 
development of hydro-electric energy in particular is very large in India. 
Its potential reserves have been estimated at about 27 million kilowatts, 
out of which only half a million kilowatts have been developed so far. 

{45) Consumption Goods Industries 

Some of the principal consumption goods industries which should 
be further developed in India are : 



240 


ECONOMIC PLVNNMNG 


Textiles — cotton, silk nnd wool 
Glass industr}' 

Leather jjoods industry 
Paper industry 
I'oliacco industry 
Oil industry, etc 


{46) Comumei-’s Choice 

The list of consumption goods industries given above is only illus- 
trative. T he nature and kind of consumption goods industries to be 
developed will ultimately be dependent upon the income of the people. 
As income increases, the percentage of expenditure on different classes 
of consumption goods will show marked variations. For example, de- 
mand for articles of consumption like furniture, books, artware, etc., 
which will he relatively small at a low income level, will increase as 
the general level of income rises. What classes of consumption goods 
industries should he developed will naturally be decided from time to 
time, as the plan progresses, in the light of variations in the demands of 
consumers. As far as is consistent with planning, the free choice of con- 
sumers in respect of consumption goods should suffer no restriction, 

{47) Scope for Small Industries 

It is an essential part of our plan for the organization of industries 
that adequate scope should be provided for .small-scale and cottage in- 
dustries along with large-scale industries. This is important not merely 
as a means of affording employment but also of reducing the need for 
capital, particularly of external capital, in the early stages of the plan. 
It is difficult to define the considerations on which the choice between 
large- and small-scale industries and cottage industries should be de- 
termined. The factors involved in the choice are numerous and often 
conflicting. But generally it may be stated that while in basic industries 
there is little scope for small industrial units, they have an important 
and useful place in consumption goods industries where their function 
is in many cases complementary to that of large units. 

{48) Capital for Industries 


It is extremely difficult to make an estimate of the amount of capital 
which India would require to carry out the programme of industrial 
development outlined above. A large number of the industries proposed 
would be new to the country and the proportion of capital required by 
each of them to the net product which it is likely to contribute would 
show marked variations. It may be explained that by the “net product” 
of an industry in this contest is meant its gross production less the cost 


of raw materials and power consumed by it. 


And "capital” inj^des not 
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merely paid-up capital but also general reserves and borrowed funds. 
In the nature of things some industries like the hydro-electric industry 
are bound to require in proportion to their net product a much higher 
proportion of capital than, say, textiles. The proportion of capital em- 
ployed will also vary according to the extent to which capitalistic 
methods of production are employed and technological advances are 
made use of. 

(49) Wide Variations in the Ratio 

No figure either of valuation of capital employed in e.xisting indus- 
tries in the country or of their net product are available. But the ratios 
of capital employed to net product worked out on the basis of informa- 
tion given in the balance sheets for the Bombay cotton textile industr>', 
the Associated Cement Companies and the Tata Hydro-electric group 


are as follows : 

Cotton 

textile 

Cement 

Hydro- 

electricity 

1W7 

2.13 

3.12 

9.19 

1938 

2.62 

2.11 

7.80 

1939 

3.73 

2.53 

8.23 


(50) A Low Ratio Assumed 

Taking into account the fact that while India has plenty of labour, 
her capital resources are comparatively small, we think that industries 
should be organised in such a way that over the whole planning period 
the ratio of capital including land and buildings to net product would 
not be too high. Provision for small-scale and cottage industries in the 
industrial organization of the future has been suggested by us partly 
with this object in view. Assuming a ratio of 2.4, which as compared 
with similar ratios in other countries is a low proportion, the total 
amount of capital required to increase our net industrial output to Rs. 
2,240 crores ( £. 1 ,680 millions) as visualised in the plan would be in the 
neighbourhood of Rs. 4,470 crores ( £3,360 millions) . In this connection 
it may be mentioned that the amount of capital invested in our industries, 
excluding railways and other forms of transport, in the pre-war period 
has been estimated at about Rs. 700 crores (£525 millions). 

(51) Agricultural Development 

In the proposed plan we have aimed at increasing our agricultural 
production by 130 per cent. The target has deliberately been fixed low. 
Our idea is that in respect of agricultural commodities India should as 
far as possible aim at feeding her own population adequately and should 
not aspire in the initial years of planning to export to foreign markets. 
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Our plan for agricultural development aims not merely at increasing 
production generally but also at increasing the production of those 
crops which are necessary for feeding the population. This would nec- 
cessarily involve a readjustment of the areas under cultivation of differ* 
ent crops. Areas under commercial crops like jute, tea, cotton, oilseeds, 
etc., the fortunes of which are to a substantial extent dependent on 
foreign trade and which have introduced a serious element of uncertainty 
in our economic life, would have to be adjusted to the conditions of 
international trade that might prevail in the post-war period. The sub- 
stitution of a large prop>ortion of the existing short staple cotton by 
long staple crushing industries within the country would, however, 
reduce the dependence of these crops on foreign markets. In respect 
of food crops it is not only desirable that their production should he 
increased but the proportion of areas under cereals, pulses, vegetables, 
fruit, etc., would have to be fixed in relation to the requirements of a 
nutritive diet. 

(52) Reforms Proposed 

Increase in agricultural production, however, presupposes certain 
fujidamcntal reforms. The most important question to be solved is that 
of the size of agricultural holdings. The average holding at present is 
not more than three acres scattered over the village in tiny fragments. 
Although there may be definite limits to the advantages arising out of 
consolidation of holdings and increase in their size, it is one of the main 
reforms which would be necessary for the adoption of intensive farming. 
To bring it about, co-operative farming appears to present less difficulties 
than any other method that m.ay be suggested. It increases the size of 
the hokling for purposes of cultivation without depriving the cultivators 
of their right to the ownership of their existing holdings. In order that 
co-operative farming should come into vogue as early as possible, some 
measure of compulsion appears desirable. 

(53) Rural Indebtedness 

It is also necessary to liquidate the burden of agricultural indebted- 
ness. The debt which was estimated at Rs. 1,200 crores ( £900 millions) 
before the war has since been probably reduced to a considerably 
smaller figure as a result of the favourable prices realized by agricul- 
turists during the last two years. It is perhaps possible to reduce tliis 
further by means of conciliation. Tlie liquidation of debt should be 
arranged principally through co-operative societies, which would require 
to be suitably organized for the purpose and provided with sufficient 
long-term finance. It may be pointed out that the finance required for 
this is not included in our estimate of capital expenditure since the debt 
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of the agriculturist represents the savings of another class and these 
savings would themselves be available directly or indirectly for financing 
co-operative societies. 

(54) Soil Erosion 

In addition to the size of holdings and rural indebtedness, there is a 
third problem the seriousness of which has not yet been fully realized but 
which will need attention if our agriculture is to be improved. This is the 
problem of soil erosion. Every year large quantities of valuable top soil 
are washed away by rain never to come back. If tliis process goes on, 
millions of acres of land will be permanently lost for cultivation. It is 
essential to check this evil in time by terracing arable lands, launching 
schemes of afforestation and adopting other measures suitable to con- 
ditions in different tracts. For soil conservation and other permanent 
improvements to land, a sum of about Rs. 200 crores (£150 millions) 
should be provided as capital outlay and Rs. 10 crores (£7^ millions) 
as recurring expenditure. 

(55) Ways of Increasing Output 

When these three fundamental questions, viz., the size of holdings, 
indebtedness, and soil erosion, have been tackled, agricultural pro- 
duction in India can be increased by (a) extending the area under cul- 
tivation or by (b) improving the yield per acre or by (c) a combination 
of both. Although at present 18 per cent of the area in British India, 94 
million acres, is classified as cultivable waste, it is extremely doubtful 
whether much of it is really cultivable. The question deserves to be 
thoroughly investigated. 

(56) Yield per Acre 

Improvement in yield, on the other hand, appears to have great pos- 
sibilities. The following comparative figures are significant : 


YIELD PER ACRE IN TONS 



(1939-40) 

Rice 

Wheat 

Sugar catte 

Cotto>% 

U.S.A. 

1.01 

0.37 

20.06 

0.11 

Canada 

• • • 

0.52 

» • • • 


Australia 

• • • 

0.42 

• « # # 

» # ♦ 

Japan 

1.61 

• • » 

• « # « 

• « • 

Egypt 


• » » 

4 ♦ ♦ « 

0.23 

Java 

# # # 

• » 1 

54.91 


India 

0.35 

0.32 

12.66 

0.04 
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(60) Capital for Agriculture^ 

1 he total amount of capital required for increasing agricultural 
production to the target figure is shown below: 


Soil conservation, etc. 
Working capital 
Irrigation 
Canals 
Wells 

Model farms 


Son^recxirru\g 
expenditure 
{Rs. crores) 

2u0 (£150 millions) 

400 (£J00 mil lions) 
SO (£37^4 millions) 
195 (£146^4 millions) 

845 (£d33f^ millions) 


Recurring 
expendUure 
(Rs. crores) 

10 (£7kv millions) 
250 (i\87y2 millions) 

10 (£7^ millions) 

» 4 • 

130 (£97yj millions) 
400 (£vW0 millions) 


(61) Transport and Communications 

An increase in the volume of industrial and agricultural production 
as envisaged in the previous paragraphs will result in a large movement 
of foods and services within the country. The increase in'the net income 
from trade and services which we anticipate is about 200 per cent. In- 
ternal trade may well be expected to increase to an extent which would 
necessit.^e a large expansion of the means of communication, particu- 
larly railways, roads, shipping and civil aviation. In all these spheres 
^dia IS seriously deficient. India with an area of approximately 1.580,- 
000 square miles has about 41.000 miles of railway, while Europe, ex- 
cepting the U.S.S.R., with an area of 1.660.000 square miles has 190.000 
nn es of railway. Similarly, in British India the proportion of road 
mileage to area works out at 35 miles per 100 square miles. The cor- 
responding figure for the U.S.A. is 100 and for the U.K. 200. Coastal 
shipping has been even more seriously neglected. Taking into account 
the fact that r.ailways have received comparatively more attention in 
India and that m future the necessity of developing communications ia 
imal areas would be more urgent, we should aim at an increase of 21.- 
000 miles in railways and 300.000 miles in roads. This would mean an 
incr^sc of 50 per cent over the existing railway mileage and an increase 
ot IW per cent in the mileage of roads in British India alone. For the 
development of shipping, our aim should be to improve the small natural: 
harbours that are scattered along India’s extensive coast-line and to pro- 
vide them with loading and unloading facilities. As regards civil avia- 
tion. since the expenditure likely to be incurred at the present stage will 
be relatively small, we have included no specific proposals regarding it. 

are omitiel?' irrigation, model fanning and working capital 
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(62) Railways 

The total route mileage of railways in India was 41,000 iniles in 
1938-39 and the total capital at charge was Rs. 848 crores ( £ 036 mil- 
lions). Assuming that the ratio of capital to route mileage remains the 
same, the capital cost of adding about 21,000 miles of new railway line 
in this country would roughly amount to Rs. 434 crores ( £325j.2 mil- 
lions). Maintenance charges at the rate of about 2 per cent would work 
out to Rs. 9 crores (£6J4 millions per annum. 

(63) Roads 

The length of existing roads in British India is in the neighbourhood 
of 300,000 miles. Of these 74,000 miles are metalled and 226.000 miles 
are unmetalled. The programme of tloubling this mileage in fifteen years 
is intended to cover mainly village roads and the humbler district roads. 
Our idea is that all important villages should be connected with the 
main highways of trade so that “no village with a population of \,000 
and over should be more than, say, a mile or half a mile from a public 
road.’’*" If side by side with this road development the bullock cart, 
which is bound to remain the principal means of vehicular traffic in 
rural areas, is also improved, especially by making the use of pneumatic 
tyres universal, it would go a long way towards reducing the cost of 
maintenance. As villages are not likely to have heavy traffic, we suggest 
that the roads connecting them with traffic roads or trunk roads should 
be ordinary metalled roads. The use of pneumatic tyres for bullock carts 
should make them quite suitable for such roads. On an average the cost 
of a metalled road, 18 feet wide, is estimated at Rs. 10,000 (£750) per 
mile. On this basis the cost of constructing 300,000 miles of additional 
road mileage in India would amount to Rs. 300 crores ( £225 millions). 
The cost of maintenance would be Rs. 35 crores (£26J4 millions). 

(64) Reconstruction of Existing Roads. 

If India is to have an adequate road system in the future it is neces- 
sary, in addition to constructing this new mileage of roads, to metal the 
226,000 miles of ordinary earth roads that are being used for vehicular 
traffic at present. The cost of reconstructing these roads at the rate of, 
say, Rs. 5,000 (£375) per mile would amount to Rs. 113 crores 
(£84^4 millions). If they are reconstructed, the cost of their mainten- 
ance will be less than what is incurred at present. 

(65) Shipping 

For a long time past, very few ports in India except Bombay, Cal- 
cutta, Madras, and Karachi have had adequate shipping facilities. In 

Presidential address of Sir Kenneth Mitchell to the eighth session of the 
Indian Roads Congress, 1943. 
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recent times several smaller ports, principally in Indian States, have been 
fleve oped, but still the number of i>orts suitable for shipping is ven’ 
small. If shipping is to occupy its legitimate place in the transport system 
ot the future. It is necessary to provide more harbours suitable for small 
-liips A capital expenditure of about Rs. 50 crores ( £37v^ millions) 

cinLi’" the puriiose. At 10 per cent the maintenance 

charges would amount to Rs. 5 crores (£3)4 millions) per annum. 

(^6) Cost of Transport 


Railways 

Roads 

New construction 
Reconstruction 
Ports 


Non^rc cur ring 
expatiiilure 
{Rs, crores) 

•*34 {iSZSl^i millions) 

300 (£225 millions) 
113 (84fj millions) 

50 {£37yi millions) 


Recurring 
expenditure 
(Rs. crores) 

9 {i6}i millions) 

35 (£2614 millions) 

5 (£3}i millions) 


Total 


897 (£672^i millions) 49 (i36)4 millions) 


(67) Co-operation of the People 

it ic ^ comprehensive plan of economic development. 

It IS essential that we should be able to count on the willing co-operation 

and wr"n 1 able'to reaS 

In nlL ir f T "! "" for themselves the broad 

.mplrations of the developments embodied in the plan. The execution 

of a plan which amis at an all-round development will also require a 

trade ‘’anTidr a"' agriculture, industry and 

vTdeh has t .administration. Provision of primary education, 

r^aloLtl stf 1 "TTr “ «qaire«ients of a 

reasonable standard of living, would under Mr. Sargent’s scheme re- 

Sia^“med-T’Il”? ‘“‘"‘’n® Provision of 

mirsK As our^ f “ ‘“''e' doctors and 

soil etc ^re ? rosources such as minerals, hydro-electric power. 

of llicl3co?oicars‘uAxv“ot liJdia It' 'hal him'’/”?’ '’V 

miles can be accurate!/ surveyed' eth t«r aia“m ^ “''^are of 500 square 

field is about 10 years per irco^loffuL the average service m the 

employed since 1846. so thaf 100 geologists in all liave so 

bcl c'xam ned in aSy have 

miles still to scrutS ® over a mUlion square 
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to be undertaken to ascertain their quantity, quality, and distriljiition 
and a large number of research stations will be recjuircd to carr\ out 
investigations. . . . 

(71) University and Technical Education^^ 

For vocational education,*^ university education and scientific edu- 
cation and research, the data necessary for a detailed calculation are 
lacking. We propose, therefore, to take roughly Vio^.oths of the na- 
tional income i)er year as a comprehensive measure of the expenditure 
which would be required. This would amount roughly to Ks. 10 crores 
(£7*/^ millions) in the first year of the plan and to Rs. 30 crores 
(£22% millions) in the last year. It may be mentioned that the total 
expenditure on scientific education and research amounts to Vioo.ith of 
the national income in the U.K., Vioouths of the national income in the 
U.S.A. and "'/j.iooths of the national income in the U.S.S.R. .\11 told, 
the amount of expenditure on education would be : 


Primary education 
Adult education 


Non*rcctirring 
cxpcfiditurc 
{Rs, crores) 

86 {£641/2 millions) 
99 (£74yi millions) 


Recurnug 
expefii/f/ure 
(Rs. crores) 

88 (£66 nullioiis) 

(£96}4 millions) 

20 (£15 millions) 


Secondary education 82 (£61*4 millions) 

University education, scientific 
education and research . . . average 


Total 267 (£200«4 millions) 237 (£177.)^ millions) 

(72) Public Health 

The expenditure necessary under public health has been indicated 
in paragraph 28,^^ No further provision is necessary under a 15-year 
plan. 

(76) Cost Cldssified “ 

The total expenditure which the plan is likely to involve is sum- 
marized below ; 


“ Several paragraphs on education arc omitted. 

_ “The average cost per pupil per annum in the technical and industrial schools 
in the U.P. in 1937 ranged from Rs. 155 (£11 I2s. 6d.) to Rs. 869 (£65 3s. 6d.), 
although there was a good deal of concentration lictwccn Rs. 200 (£15) and Rs. 
300 (£22 10s_-)._ The Industrial (Commission, 1916-18, estimated tliat the average 
cost per pupil in industrial schools would be about Rs. 200 (£15) and tliat they 
could be established with a capital of Rs. 500 (£37 10s.) per student. 

“ Omitted here. 

“We omit several paragraphs dealing with population and housing and othci 
capital expenditures. 
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Nt^n-rccurring 


Recurring 



cxf'ctuitturc 


expenditure 



(Rs. crorcs) 


(Rs. crorcs) 

Industry 

4.480 

*• ( ( £3..%0 millions) 



Apricultorc 

845 

(£633^4 millions) 

400 

(£300 millions) 

Comn)unications 

897 

(£672H millions) 

49 

(£36t4 mUlions) 

Education 

267 

(£200’4 n>ilHon>) 

237 

(£177^4 millions) 

Health 

281 

(£ 210^4 millions) 

185 

( £13831 millions) 

Housing 

2.200 

(£1.^>S0 milUf.<ns) 

318 (£238Vi millions) 

^fisccllancou^ 

200 

(£150 millions) 

» » » • 


Total 

9.1/0 

(£6,877J'S millions) 

1. 189 

(£89134 millions) 


f77j Total Capital Required 

Throughout tliis section we have shown recurring and non-recurring 
expcrKliturc separately. We have made this distinction with the object of 
indicating how the capital expenditure is distributed and how it has been 
arrived at. In view of the fact that income from agriculture and industry 
and the revenue required for such services as education, health, aiul 
coiniminicntions may not be available in sufficient amount in the initial 
years, we have thought it desirable to include in our estimate of the total 
amount of capital which the plan is likely to require, the recurring 
charges for one year in respect to the completed plan. On this basis the 
total capital re(|uireiTicnts of the plan we have outlinetl would amount to 
about Rs. 10.000 crorcs (.€7,5CKD millions) distributed as follows: 


Industry 

Agriculture 

Conirminications 

Education 

Health 

Housing 

Miscellaneous 


(Rs. cror*^s) 

4,480 (0.360 millions) 
1.240 (i930 millions) 
940 (£705 millions) 
m (£367Ki millions) 
450 {£337!S millions) 
2.200 (£1.650 millions) 
200 (£150 mill ions )_ 


Total 


10.000 (£7,500 milliorO 


Sources of Finance 

(78) External and Internal Finance 

In examining the sources from which the finance required for the 
plan may be obtained, it is important to distinguish between external 
finance and internal finance. External finance is the finance available 
for payment to foreign countries for goods and services imported from 


** The ratio of 2.4 which we have assumed for estimating the total amount of 
capital required for industrial development includes both fixed capital and work- 
ing capital. The figure of working capital is not therefore separately calculated. 
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them, while internal finance is that required within the country for the 
mobilization of our resources. In the initial years of planning, India will 
be dependent almost entirely on foreign countries for the machinery and 
technical skill necessary for the establishment of both basic and otlier 
industries. As the plan develops, our dependence on foreign countries in 
this matter should steadily decline. The imports of machinery and tech- 
nical skill inevitable in the initial years of j)lanning would require a 
large amount of external finance, the raising of which constitutes an im- 
portant problem in a plan of economic development. Internal finance 
on the scale which we consider necessary will also raise serious difficul- 
ties, but in a planned economy these would not be insurmountable. The 
sources of external and internal finance which would be available to 
us are : 

External finance : 

The hoarded wealth of the country, mainly gold 
Our short-term loans to the U.K. — sterling securities held by the 
Reserve Bank of India 
Our favourable balance of trade 
Foreign borrowing. 

Internal finance: 

Savings of the people 

New money created against ad hoc securities, i.e., on the inherent 
credit of the government 

(79) Hoarded Wealth 

The volume of hoarded wealth in India has been estimated at about 
Rs. 1,000 crores ( £750 millions) after allowing for the recent export of 
“distress" gold. A part of this should become available for capital invest- 
ment if, as is assumed at the beginning of this memorandum, a national 
government comes into power in which people have full faith and if 
suitable means are adopted for attracting hoards from their place of 
concealment. The amount available from this source may be estimated 
at not more than Rs. 300 crores (£225 millions). 

(80) Sterling Securities 

Our sterling securities in the Banking and Issue Departments of the 
Reserve Bank of India amount to about R^. 800 crores ( £600 millions) 
at the moment. If the war continues for a year or two and His Majesty’s 
Government continue to make purchases from India on the same scale 
as they have been making them hitherto, tlie amount is likely to increase 
to Rs. 1,000 crores (£750 millions). This could be utilized for 
importing the capital goods required at the beginning of the plan. 
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(81) Balance of Trade 

A 5 a result of the general policy of directing agricultural production 
primarily with a view to meeting the intenial demand which we ad- 
vocate in this plan, our CNport trade is likely to diminish in future. Side 
by Nide, tlic development of consum])tion goods industries and food crops 
within the country will bring about a reduction in the volume of im- 
jjorts. ( )iir favourable balatice on normal trade account is not, therefore, 
likely to shrink below Rs. -40 crores f £30 millions) per annum which, 
because of the repatriation of most of our sterling debt, will be available 
as c.xternal hnatice. The total amount which might be expected from 
this source in 15 years will, therefore, be about Rs. 600 crores ( £450 
millions). 

(82) foreign Borroxuing 

Itidia's credit in foreign capital markets is now very high and she 
can, therefore, borrow sttbslantial amounts of capital if she so wishes in 
these markets, especially in America. Such capital, if it is not accom- 
panied by i>olitical influence or interference of foreign vested interests, 
should not be unwelcome. Even if India resorts to "created money" as 
she is likely to, since this linance is to be employed for promoting an 
expansionist economy, its effect on her credit in foreign markets would 
not be so serious as it otherwise would be. By giving priority to basic 
in<lu>trics in our progr.ijnme of development and by using our sterling 
balances in the initial stages for importing the necessary plant, machi- 
nery and technical experts, it i.s, however, possible to curtail our re- 
(juirernents of external finance. As the plan proceeds. India would be 
able to satisfy her requirements of heavy machinery and other capital 
goods from her own industries. We may put the figure of foreign loans 
at aliout Rs. 700 crores (£525 millions). 

(83) Savings in Foreign Countries 

An important source of finance which would assume considerable 
proportions as national income grows, is the volume of savings within 
the country. The percentage of savings to national income in some 
foreign countries is given below 



U.K. 

• U.S.A. 

Germany 

Japan 

Rtissio 

1900-10 

12.2 

14.3 

19.1 


8.2 

1919-24 

8.1 

12.2 

• ^ 

21.9 


1925-30 

7.6 

10.9 

7.7 

19.8 

7.8 

1934-37 

7.0 

5.0 

11.8 

21.9 

142 


*’ Colin Clark: The Condilions of Economic Progress, p. 406. 
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(84) Savings in India 

In India, taking into account tlie fact that the present standard of 
living is extremely low and that no provision has been made for the in- 
creased taxation which a planned economy would necessitate, we do not 
assume that more than 6 per cent of the national income on an average 
would become available for investment during the period of the plan. On 
this basis, the total amount which could be obtained over the whole 
period from the savings of the people would be in the neighbouihood of 
Rs. 4,000 crores (£3,000 millions). 

(85) Created Money" 

We have estimated the savings which would be available for invest- 
ment at a conservative figure. It is possible that a large percentage of 
the national income than we have estimated may be forthcoming as sav- 
ings. If this possibility, however, does not materialize, a large jiart of 
the capital required, about Rs. 3,400 crores (.£2,550 millions) would 
have to be created by borrowing against ad hoc securities from the 
Reserve Bank. New money to this extent can be created only if people 
have full confidence in the resources and bona /ides of the government 
that creates it. There is nothing unsound in creating this money, be- 
cause it is meant to increase the productive capacity of the nation and 
in the long run is of a self-liquidating character. At the end of the 
period, the general level of prices would in all probability be lower than 
at the beginning of the plan. During the greater part of the planning 
period, however, financing of economic development by means of "created 
money” on this scale is likely to lead to a gap between the volume of 
purchasing power in the hands of the people and the volume of goods 
available. How to bridge this gap and to keep prices within limits will 
be a constant problem which the planning authority wdll have to tackle. 
During this period, in order to prevent the inequitable distribution of the 
burden between different classes which this method of financing will 
involve, practically every aspect of economic life will have to be so 
rigorously controlled by government that individual liberty and freedom 
of enterprise will suffer a temporary eclipse. 


(86) Sources of Finance Summarized 

The amount of capital which we expect to get from the various 
sources mentioned above is summarized below : 


External finance: 

(Rs. crorss) 

Hoarded wealth 300 

Sterling securities IJOOO 

Balance of trade 600 

Foreign borrowing 700 


(£225 millions) 
(i750 millions) 
(£450 millions) 
(£525 millions) 


2,600 


(£1,950 millions) * 
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Internal finance : 

“Snvin;:s’* 4,000 {O.OOii million'^) 

'^Created money** 3,400 ( £i»550 millions) 

7.400 ( £5,550 millions) 

Total 10,000 (£7,500 millions) 

^t?7) Method of Raising Finance 

(Hir object in this section has been to in<licate tlic sources from 
which the cajiital expenditure rc(juired for the plan may he tnet. The 
])recise ftjnn in wliich the capital may he raised, whether by the state in 
the sha[>e of taxation or government borrowings or by private voluntary 
investment, is a question which can only be considered, when tlu* plan 
is rca<l\’ for execution, in the light of conditions then prevailing. It will 
depend among other things on the role to be assigned to the state in the 
future economy of the country and also on the position of the money 
market after lltc war. 

(<S’(V) l inance. Only a Cnnij) Follower 

It is necessary to emphasize that in a planned economy we are pri- 
marily thinking in terms of commodities and services. Money or finance 
is therefore comj)lctely subservient to the requirements of the economy 
as a whole and must be treated merely as a means of mobilizing the in- 
ternal resources of the country in materials and manpower. 

Stages of Development 
(SO) Detertnmation of Stages 

In determining the stages by which the plan is to he completed, the 
following factors should be taken into account: (a) the extent to which 
natural resources, labour, capital goods, and managerial ability could 
l)c made available; (b) the necessity of giving priority to certain kinds 
of development over others for the success of tlie whole plan ; and (c) 
the importance of avoiding too great a strain on the country’s economy 
in the execution of the plan. 

(90) Adequacy of Resources 

Regarding (a) it may be stated that it will be an essential part of 
the plan to make a thorough survey of our soils, water-power resources, 
geological wealth, etc. On the basis of available information, which is 
admittedly incomplete, it is probable that most of the raw materials re- 
quired for the plan outlined in this memorandum would be available 
within the country in requisite quantities. In respect of labour, capital 
and managerial ability, the situation would be somewhat different in the 
initial years. We have plenty of unskilled labour in the country, but in 
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addition to this, a large supply of skilled labour and trained technicians 
will be necessar}'. This will become available as in Russia and Poland 
when the schemes for their recruitment and training, which in them- 
selves would be an important part of the plan, are complete and put into 
operation. But till this supply is forthcoming, India will have to import 
foreign technicians. The plan will, therefore, have to be arranged in 
such a way that the .schemes undertaken in the earlier years can be car- 
ried out with a minimum of skilled labour. For capital goods, mainly 
machinery', India will have to depend on foreign countries for a longer 
tune and to a larger extent than for labour; our ability to secure these 
frorn foreign countries would be determined mainly by the extent of our 
foreign resources. As to managerial ability, which is an important factor 
in modern business organization, no serious difficulty need be anticipated 
in rendering the country self-sufficient within a short period. 

(91) Priority for Basic Industries 

In carrying out the stages of development, we shall have to pay 
special attention to basic industries, such as the manufacture of ma- 
chinery, chemicals, etc. On these industries will depend the development 
not only of all other industries but of the whole economic life of the 
country. Till these industries are developed, we shall naturally be at the 
mercy of foreign countries. To shorten this period of dependence it is 
necessary to give priority to basic industries over other industries and 
thus to speed up development. 

(92) Needs of Consumers 

Planning without tears is almost an impossibility. But w’e can learn 
some lessons from the Russian experiment and avoid the errors to which 
planners in their over-enthusiasm are liable. Two features of the Rus- 
sian plans which caused misery and hardship to the masses were: (a) 
their over-emphasis on heavy industries and indifference to consump- 
tion goods industries, and (b) their enthusiasm for building huge in- 
dustrial plants which took years to come into operation. It is necessary 
in India to pay special attention to basic industries, but it should be our 
aim simultaneously to develop consumption goods industries so as to 
meet at least our essential requirements. Similarly, we should try, as far 
as possible, to build our industrial units on a scale which is not larger 
than is strictly necessary for economic working so that they can come 
into production within a short time and lend themselves more easily to 
regional distribution. 

(93) Imperfections in Early Stages 

In the light of these considerations, we give in the next paragraph a 
rough outline of the stages by which the economic plan should be carried 
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out. In the nature of thin};s. any sucli programme must be full of imper- 
fection-. "In tlie first years, indeed, only bad plans can be drawn up. 
since tliere is no stable basis on which one can rely and all the problems 
nniNi be solved simultaneously. Hut as time goes on, tlie ground is 
clcareil more atid more and the number of problems diminishes. 

(^4) Three Five-Year Plans 

For purposes of execution, the plan outlined in this memorandum 
shouM be sulxlivided into three plans, each covering a period of five 
years. The expenditure to be incurred during each of these plans, as 
estimated in paragraph 77, is indicated below; 



First Flan 

Second Plan 

Third Plan 

Total 



i Rs, 

(€ 

(Rs. 

(£ 

i Rs. 

(£ 

{Rs. 

(£ 


crorcs 

) mills.) 

erores) niUh.) 

crorcs^ 

' p»u7/i.) 

crores) 

mills.) 

Itxlii^lrv 

% 

[‘901 

(59-n<) 

(1.. 5.101 

i\M7y,) 

(•M6n) 

(1.620) 

[4.4«)1 

(3.360) 

na*5tc 

irnliisir)' 480 
Con^tlnlI>hon 

(.160) 

1.200 

(900) 

1.800 

(I..1S0) 

3,480 

(2.610) 

gn<i<ix 

cliislrv 

.110 


.1,10 

247''.) 

.V)0 

(270) 

1.000 

(750) 

ft , • 

.Nenrulhirc 

2lK) 

(150) 

400 

(.100) 

640 

(4S0) 

1.240 

(9.30) 

i uniinunica- 


11(1 

(Si'.) 

.120 

(240) 

510 

(-582'.) 

'MO 

(70,5) 

1' fluent ion 

40 

(.10) 

SO 

(60) 

.170 

(277'-^> 

490 

(.167H> 

Health 

40 

(.10) 

SO 

((•0) 

.1.10 

(2471.) 

450 

(3.17''^) 

1 hmsing 

190 

(I4_»'<i) 

420 

(.115) 

1.5‘)0 

(1.192'..) 

2.200 

(1.650) 

M ivrcllaiicouv 

.10 

(2J'a 

70 

(52- :> 

100 

(75) 

200 

(150) 

Total 

1.400 

(1.0.50) 

2.'X>0 

(2,175) 

5.700 

(4.275) 

10.000 

(7,500) 


(95) Plans Explained 

In the initial period the total amount to he spent ha.s been deliberately 
kept low because the material resources and personnel available at the 
beginning of the plan would be comparatively small. With the develop- 
ment of the plan, both material resources and personnel would become 
aN'ailable in rapidly increasing proportions anil the tempo of progress 
would be accelerated. While the first five-year plan will be handicapi>ed 
by the fact that there will be no previous preparation in anticipation of 
its requirements, the second and third plans would have their require- 
ments studied in advance and adequate preparations made for their in- 
auguration. Although the first plan will therefore start almost in txicno, 
it will lay the foundation for the second plan which in its turn will be 

“Fcrdynand Zwelg: Tht Planning of Free Societies, p. 125. Also see lits fob 
lowing statement : hvery beginning in planning must be bad, and the time needed 
for its improvcnient js considerable. This point is extremely important, because the 
antagonists of planning experiments try to kill them at the start by airily pointing 
out the failures and defects inevitable during their teething stages.'* 
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the basis for the third one. In allocating the amount of capital expendi- 
ture to be incurred during each of the three stages, we are mainly guided 
by this consideration. To put it briefly, we have planned the expenditure 
to increase in geometric progression. 

(96) Consideration for Consumer 

The developments in the different sections of the plan have been 
mapped out generally in accordance with the considerations discussed 
earlier in this part. For instance, it will be seen that even in the first five- 
year plan, side by side with basic industries, we have provided a com- 
paratively large amount of capital for the development of consumption 
goods industries also. The importance of this will be understood if we 
realize that in the first five-year plan a substantial part of this capital 
will have to be spent in foreign countries for importing the necessary 
equipment which will not be available in the country. This will mean a 
reduction in the limited volume of external finance which is available to 
us and which is essential for the establishment of basic industries. In the 
succeeding stages the capital equipment required by consumption goods 
industries would be supplied to an increasing extent by our own indus- 
tries and the dependence on external finance would be reduced. It is also 
necessary to emphasize that in the production of consumption goods we 
presume that small-scale and cottage industries which require a com- 
paratively small amount of capital equipment would play an important 
part. . 

(97) Basic Industries and Consumption Goods 

The ratio between the capital outlay on basic industries and coti- 
sumption goods industries over the whole period is roughly 3.5, which is 
much smaller than in the case of the U.S.S.R. This brings out the fact 
that we have given more attention to consumption goods in our plan. 

(98) Progress of Basic Industries 

The total expenditure on basic industries over the whole period is 
estimated at Rs. 3,480 crorcs ( £2,610 millions). A large proportion of 
this will have to be spent on the import of foreign capital equipment. 
The total amount of external finance which is likely to be available to us 
is, however, in the neighbourhood of Rs. 2,600 crores ( £ 1,950 millions) 
only. The expenditure on basic industries during the first two plans 
which amounts to Rs. 1,680 crores ( £ 1,260 millions) is well within the 
limits of our external finance, and we presume that the basic industrie.s 
which would be developed in the first two plans would be such as would 
themselves produce a substantial proportion, if not the whole, of the .. 
capital equipment needed for the basic and consumption goods indus- 
tries to be developed in the third period. 


17 
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(99) Balanced View 

W'liile fixinj; tarj'Cts for the development of agriculture, comnuuiica- 
lions, (ciucaiion, liealth and hnusing, we have allenipled, as far as pos- 
sible. to strike a halance between the requirements of each stage of de- 
velopment and the resources an<l personnel available during that stage. 



Chapter XII 


Germany: Imposed Plans 


Iniroduction 


Qnce the Germans surrendered, it became the task of the Allies to 
plan for Germany. The main objectives were to destroy or reduce 
the industries which were responsible for Germany’s war production ; to 
force Germany to pay reparations for the most part of capital assets ; 
to allow her to resume production at a level which would yield a staiulard 
of living not higher than that of any of her neighbors among the United 
Nations ; to operate the German economy as a unit and to make restitu- 
^on of looted property. This chapter reproduces the body of a State 

Economic Policy toivard Germany 
( with minor excisions. In order to get a more complete picture 
ot planning for Germany, the reader should also consult JCS 1067- 
Direclwe to Commander in Chief of United Stales Forces of Occupation 
Regarding the Military Government of Germany (April. 1945); the 
Potsdam Agreement, released on August 2. 1945 ; Plan of Allied Control 
Council for Reparations and The Level of Post-War German Economv, 
April I, 1946; and the Text of Directive to Commandcr-in-chief 
Regarding Pic Military Government Policies of Germany, July 1 1, 1947, 
and State Department Release No. 711 of August 29, 1947, Joint Slate- 
ment h fjf c ond War Departments. Revised Plan for Level of Industry 
in the US /UK Zones of Germany ^ 

apP«idiccs in “United Economic Policy To- 
Ldv 1 /; loTr^rc. ? Instructions to General Clay" in The Nnv York Times. 
July 16, 1947. (State Dept. July IS. 1947. No. 582.) Also of help arc : Office of 
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In 1944 and 1945. the .Mlic.s were, above all else, deternnned to make 
the Germans militarily impotent. In order to do so. it was necessary to 
<lestroy or remove more tlian one-half of Germany s heavy industries. 
With steel output in 1949 to ho but 30 per cent of pre-war proiluction. 
machine looh 1 1 . basic chemicals 40. and electric power 60. the cfTects 
«tn tlie whole economy were houn<l to be drastic.^ It was necessar>, then, 
to re-allocate labor, management and other factors; and to re-orient ex- 
port trade awav from heavy industries, which had been the main source 
of export, to lij^ht industries. 

Readjustment of Germany to a peace-time economy, albeit a trun- 
cated economy, and one concentrating on light imlustries and agricul- 
ture, would have been a dillicult one to achieve under any conditions. 
Under the special difficulties of the years 1945-48. the task became al- 
most insuperable. 

I'irst, the I'SSR began to show an increased interest in reparations 
<iut of current output, an interest stimulated by the disappointing results 
yielded by im|>ortation of factories and equipment, and by an apparent 
difference of interpretation with the United States on the meaning of the 
^■alta and I’otsilam .\grccmcnts. Drains of current output intensified 
the difiiculty confronting Germany in exporting sufficient amounts to 
p.-iy for in<lis|)ensable imports ; and insofar as exports were not available, 
the other .Allies, aiul particularly the United States, would, in fact, pay 
for the German imports and Russian reparations. This explains why the 
American <lclegntion at Moscow insisted upon a concurrent solution of 
the export-import policy and reparations. 

Second, the unification of Germany, one of the major targets set up 
under the l’ots<lam Agreement, had met with great obstacles; the Rus- 
sians and, to some extent, the French had proved to he intransigent on 
unilication. The resulting fragmentation or Balkanization, with its vary- 
ing economic policies and e.xcesses of vital materials in one zone and 
<leficiencics in another, leading to unavailability of exports to serve 
common needs, further retarded German recovery. 

Third, the Germans had lost a substantial part of their indigenous 
food supplies, and hence were greatly dependent on imports of foods, 
even though they lacked the exports required to pay for them. Whereas 
they had imported one-fifth of their food before the war, now they would 
have to import two-fifths. 


Military Government for Germany: A V^or of Poisdafn (1946) ; The United States 
Strategic Bonibing Snrvcy: The Effects of Strolegic Bombing on (he Gennan IVor 
Economy (October, 1945) ; and a series of statements of the Secretary of State 
relative to tlic Moscow (Conference, republished in the Dept, of State: fiM/ZchW, 
in six successive weekly issues, beginning March 30. 1947. 

• Cf. War Department Press Release: Plon of Allied Control Coimcil for Re- 
parations and the Lei'el of Post-iyar German Economy (April I, 1946). 
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Fourth, the de-Nazification and de-cartellization programs, clearly 
defensible on political grounds, at least temporarily reduced Germany’s 
production and export potential. 

1,1 1944^5, the Allies had agreed to a policy of dismembering Ger- 
many and of making her a second-rate economic power. Only by so do- 
ing could they make her a third-rate militar)’ power. It soon becatne 
evident, however, that the costs of an economically sick Germany would 
fall upon the W'estern Allies, and notably on the United States. With 
Germany unable to jirovide the machines, coal ct hoc fjcnits ountc re- 
quired by Europe, the United States’ contribution taall I'.urope — includ- 
ing Germany — w’ould have to increase. It simply was not possible to j)ro- 
vide Russia with plants and consumer goods, and France with ade(iuate 
supplies of coal at Germany’s expense without the United States, in turn 
subsidizing these countries. 

In the American economy of 1945 — 47, fears revolved around infla- 
tion, an unbalanced budget, and a grosving debt. Americans, fearful 
of rising prices and a rising public debt at home, and alarmed at Russian 
policy, were prepared to throw off some of the shackles imposed at Pots- 
dam. In short, America was not willing to pay the price in dollars and 
goods in the years (say) 1946-50, while Germany was adjusting herself 
to a less industrialized economy which might yield a peaceful, dc- 
cartellizcd, and de-Nazified Germany for the next 25-50 years. 

On August 29, 1947, the State and War Departments after consulta- 
tion with the French Government announced the Revised Plan for Level 
of IndiLstry in the U.S./U.K. Zones of Germany? The plan was “de- 
signed to retain sufficient inductrial capacity in the bizonal areas to per- 
mit it to become self-sustaining as soon as possible and to contribute 
by its exports to the recovery of Europe.” 

The new plan recognized that the assumptions on which the March 
1946 plan for reparations and the level of industry had been based, had 
not been fulfilled. Under that arrangement, Germany was to retain pro- 
ductive capacity which would yield production equal to 55 per cent of 
1938, or about 70-75 per cent of that in 1936, the latter an average 
year. In the August 1947 plan, the governments proposed a “capacity 
in the bizonal area to approximate the level of industry prevailing in 
Germany in 1936.” Substantially, the entire difference betw’een capacity 
under the 1946 and under the revised plan is accounted for by an up- 
ward revision in metals, machiner)’. and chemical industries, these in- 
dustries to attain production potentials 5-10 per cent below 1936 levels. 
With population in the two zones up by 8-10 millions by 1952, the per 
<apita industrial output would be 25 per cent below that of 1936. 

In detennining productive capacity, the two governments kept m 


* Dept, of State Release No. 711. 
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miiKl the target of a ftalaticed international po>ition for the two zones. 
These 2 ono-> in l'M6 had to pay for food imports of about $1 billion and 
other im])orts of about $1 l)illion. The international position of these 
areas was further impaired by the fact that prices of foods and raw 
tnatenals had risen relatively to those of industrial products, and that 
trade with the otlier zones was uncertain, (ienuativ had relied priniarily 
on exports of machinery, steel, and chemicals to pay for their imports— 
hence the need for an expansion in the output of these items. 

\ acillation of .\merican policy is evident in the ui)ward revisioti of 
the level of industry in the Amcrican-Hritish zone discus.se<l alKwe ; amt 
also in concc.ssions on the standard of livin^’^ to he achieved. Consider 
the follnwiii}'; 

(, / ) J( S io6~ . . If'rif, N on will take no action that would 

tend to support basic hvini; standards in Germany on a hif,duT level 
than that oxistin}» in nny one of the uciohhorinq (' fitted Witioiis anil 
yon will take appropriate measures to ensure that basic livintj stand- 
ards <)f the German iKople arc not higher th;m those existinir in otiv 
one of the nei<ilthoriii„ Cttifed Xolioiis. . . .(My italics.) 

(.’) 7 he Ref'arntioiix Settleineiil niid the Peaeetiine Ceononiv of 
Ornnany Statement hy the Defortment of State. Pres.s Release W 
ceinher 12. 1045. The present determination, however, is not desimied 
to impo.se permanent limitations on the German economy. (Then 

tollows a .statement that permitted indtistrial production will be stib- 
ject to constant review.) 

'I he Herlin Declaration furnishes as a guide to removals of in- 
dusin.-il c.|uipnient as reparation the concept of a balanced peacetime 
(.ennan economy capable of providing the German people with a 
Mand.ard of living not m excess of the European average (excluding 
the I lilted Kingdom and the Union of Soviet Sociali.st Republics). 
In the view of the Department of State the Herlin Declaration is not 
mtendc( to force a reduction in German living standards except as 
such reduction is re.iuircd to enable fiermanv to meet her reparation 
IMMuents In efTect. the Rerlin Declaration mcrelv provides that Ger- 
many s obligation to make reparation for the war damage which her 
aggression caused to other countries should not be reduced in order 
tf) enable Germany to maintain a standard of living above the Euro- 
pean average. The Department of .State further interprets the 

entenoM to refer to tl.e yctr in.mcdiatelv foIlowinR 
the two-tear period of reparation removals. 

iV '’c •'‘.ssumed that the Euro|)ean standard of living in 1948 
1930-38'''’^'^*^'"'"’ of living over the period 

suggested that sufficient additional resources beyond 
tho.se rpnired to provide the adju.sted output of the selected year 
should he left to overcome the building shortage in 20 yeaS and ?o 
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effect repairs to structures on rail and road transport systeioa over 
5 years. 

. . . The United States does not seek to eliminate or weaken Ger- 
man industries of a peaceful character, in which Geniiany has pro- 
duced effectively for world markets, for the purpose of protecting 
American markets from German goods, aiding American exports, or 
for any other selfish advantage. 

(j) Text, U. S. Instructions to General Clay on Gozvrnnicnt 
Policies in Germany, July, 1947. [The W'ar Department Release of 
April 1, 1946, had announced as a guiding principle the “maintenance 
in Germany of average living standards not exceeditig tl\e average 
standard of living of European countries.”} 

Your Government believes that the level of in<lustry eventually 
agreed upon for Germany as a basis for reparation removals, while 
eliminating excess industrial capacity which has been used by Ger- 
many for the purpose of making war, should not permanently limit 
Gennany's industrial capacity. The German people after the period 
of reparations removals should not be denied the right consistent with 
continued disannametit, to develop their resources for the purpose 
of achieving higher standards of living. 


United Stales Economic Plans for 
Germany: Introduction * 

The fundamental documents concerning economic and other aspects 
of United States policy toward Gcnnany arc the directive issued in April 
1945 by the Joint Chiefs of Staff to the Commander in Chief of United 
States Forces of Occupation (later referred to as JCS 1067) and the 
Potsdam Agreement announced the following August. They correspond 
to the two planes on which policy has moved thtis far. The Potsdam 
Agreement is tripartite policy for Germany as a whole, further developed 
and implemented through the Allied Control Council in Berlin. It con- 
tains only provisions on which the Soviet Union, the United Kingdom, 
and the United States have agreed. The Control Council, composed of 
representatives of these countries and of France, can act only by 
unanimous vote of its members, who arc' also commanders of the four 
zones of occupation. But each commander has complete responsibility 
for the Military Government of his zone and therefore must make de- 
cisions on many matters, even if the Control Council has not reached 

* Dept, of State: United Economic Policy Toward Germany (Publication 

2630, European Series 15, Washington, D.C.), 1946, pp. 1-SO, with some omissions. 
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agreement respecting them, jCS 1067 accordingly states United States 
policy more fully for the guidance of the United States Commander 
and is still va]i<l to the extent that it has not been modified by the pro- 
visir)ns of the Potsdam Agreement. The discussion which follows will 
eousHler I'nitcd States jiolicy and its execution both as it applies to 
C.erniaiiy as a whole and as it applies to the United States zone. 

lu-oiK.rnic policy toward (jcrmany has three main themes: disarma- 
ment. reparation, reconstruction. The first two are corrective measures: 
(lermanv is to lie deprived of the economic basis for war and is to 
compensate the .\llie.s as far as possilile for the damage caused by Uer- 
man aggression, The third tlicme is constructive: Gennans are to he 
gi\en the oppi>rtunity to ]>refKire for the eventual rcconstructitm of their 
lift on a democratic aiul peaceful basis.” 1 he initial economic elements 
of such <ipportunity arc a living standard not exceeding the Iiiiropean 
average and ability to subsist (including the ability to pay for e.sseiUial 
imports) without external assistance. It is important to note that the 
economic policy of the Potsdam .Agreement is both corrective and con- 
structive. 

Disarmament calls for elimination of war potential, but opportunity 
for reconstruction entails retention of productive capacity suflicicnt to 
meet '’approved i>ost-war peacetime needs.” The apparent conHict is re- 
solved by a shift in the economic pattern of German, including imports 
nn< exports. This shift reduces heavy industry, maximizes agriculture, 
and permits a relatively large amount of light industry. Enotigh of the 
Utter IS retained, together with mining, to produce sufficient exports to 
balance the imports, especially food and industrial raw materials, which 
arc necessary to meet approved needs. Reiiaration appropriates the dif- 
tcrencc between present resources and those to be retained. 

l-lnitcd Stales Economic Plans for Germany; 

Level of Post-war German Economy 

crucial point in implementing the whole economic aspect of the 
lotsdam Agreement consists in detennining what level of production is 
c<imsite for peace-time needs and what shift in the economic pattern will 

V ur "'OS' of Jis^rn, ament. On March 28, 

T Co-ncil published its decision, prescribing the 

tir r iTn '••'pacity. its pattern— which industries are to 

be prolnh.ted, wind, restricted and l.ow mncl.-and also the balance of 

Potah* 'T P'®" P“'’« »'«■ "ay for carrying out the 

^ dam Agree, nent along all three of the main lines of ecoLmic policy 

^hs.arma,nent reparafon, opportunity for reconstruction. I, repre^ 

th^L r ^ f achievement of the Control Couned in 

the first year of occupation. 
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Quadripartite negotiations on tlie level of German economy liegrm 
soon after the Potsdam Agreement was announced. Some diirKiiItit-> 
naturally arose from differing national points of view represented cm 
the Control Council. The British favored relatively lenient interpretation 
of the Potsdam Agreement in order to prevent German) from being a 
continued drain on Allied treasurie.s and in order to permit ra|)id eco- 
nomic recovery, both for the sake of indirect benefits to other countries 
and for the sake of encouraging the development of peaceable and demo- 


■cratic institutions within Germanv. 


The Soviet view advocated a rela- 


tively low level of German economy in order to permit large reparation 
removals and to keep Germany comparatively weak for security reasons. 
The final agreement achieved a compromise; relatively low capacitie.s 
were fixed for heavy industries like steel which are most directly related 
to war potential, but very substantial capacities were left in light in- 
dustries wliicb serve only peaceful cn<ls. 

Other difiiculties were technical. The Potsdam Agreement specifies 
■“average living standards not exceeding the average of the standard.s of 
living of European countries,” excluding the United Kingdom and the 
Union of Soviet Sociali.st Rcpuhlics. One problem accordingly la)' in 
estimating the probable European average for 1949. the year when 
reparation removals are to be completed. The European average for the 
years 1930-38 seemed a reasonable goal for 1949. Real incomes per 
capita, i.c., the actual amounts of goods and services obtained, were 
averaged for those years. The result was taken as the basis for calculat- 
ing the amount of productive capacity to he retainctl in Germany. 

Further technical difficulties arose in connection with specifying 
capacities of particular industries so that the desired reduction of war 
potential could be reconciled with requirements for the average living 
standard as calculated above. This was complicated by the interde- 
pendence of industries. Once the steel figure was set, the effect of this 
upon other industries using steel had to be taken into account. Similar 
cross-effects were involved in the limitations on basic chemicals, such as 
nitrogen and e.ilcium carbide, -\llowanccs had to be made also for such 
necessities as rebuilding destroyed housing within a reasonable period 
— twenty years were allowed for this — and repairing the transport sys- 
tem. These are some of many factors that had to be considered. 

Of the resulting levels as finally negotiated, the prohibited group in- 
cludes armament industries and other industries closely related to war. 
such as those producing aircraft, seagoing ships, synthetic gasoline, 
aluminum, and radioactive materials. Annual steel production capacity 
is limited to 7,500,000 ingot tons, actual production to 5,800, 000, the 
latter subject to annual review. Basic chemical capacity will be reduced 
to 40 per cent of the 1936 figure, but 70 per cent of 1936 capacity will 
be retained for other chemicals. Only 11.4 per cent of the 1938 machine 



ECONOMIC PLANNING 


2(j4 

tool capacity is to be retained. Other industries restricted because of 
their relation to disarniaincnt and reparation are macliinc-inanufactur- 
ing and cn^inecrin;'. transport-engineering, agriciiltural-maclunery, pre- 
cision-instrnnuMH<. cement, and clectric-jiowcr. The plan calls for niaxi- 
nium co.ll production and estimates levels in that and other unrestricted 
industries necessarv for the specilied level of economy in 1049. It alsO' 
provides for an esport-imjMirt balance of three billion reiclistnarks { 1036 
value) for 1049. The general level of imlustry thus planned for 104‘l is 
about 50 to 55 i)er cent of the pre-war (1936 and 1033) level in mining 
and manufacturing, excluding the building and building materi.als in- 
rlustrics. If the latter — wliich are not limited except for cement — are in- 
cluded. the level plannc<l for 1040 is somewhat higher and amounts tO' 
approximately 135 per cent «)f the l'>32 depre.ssion level. 

The reduction from 10.?6 an<l 1038 levels will have le.ss effect Ujwn 
the llernian cotisumer than the percentages suggc.st because the German 
economy in those years was heavily geared to war preparations and 
therefore nchievc<l proiluctioji totals far higher than would corresp4»nd 
to the standartl of consumption actually enjoyed by Gcrmatt citizens. 
'I'lic same consideration holds for the export-import balance. Even in 
1936 a great part of German imports was devoted to making arma- 
ments atul accumulating war reserves. 

In general tlie levcl-of-industry plan is to he considered not as the 
result of omniscient calculations but as the practical otitcoine of negotia- 
tion and compromise, enlightened by the best expert study and jmlgment 
that could be obtained at the time. Sotne such working agreement had 
to be made in order to get on with reparation. 

Certain factors of flexibility in the plan ])ennit adjustment to unfore- 
seen circumstances. I'or example, the repair or replacement of war- 
damaged buildings can he stretched over a longer peritid ; steel produc- 
tion can be adjusted upward as nuich as 29 per cent within the limits of 
retained capacity; and the ovitput of many industries can he increased 
by working two or three shifts.^’ If such adjttslments prove inadequate, 
the whole plan can be reviewed. The possibility of review is indicated by 
the fact that the plan itself states certain assumptions on which it rests, 
to wit. that the population of Germany will be 66.5 million, that Germany 
will be treated as an economic unit, and that German exports will find a 
market. 


‘ W ilh rcsiicct to the caiiaci'ty dctcrminatiotis used in applying the IcvcI-of- 
industry plan, the Control Council has agreed that three shifts arc to be worked 
in such hc.ax-y industries as steel and basic chemicals; two shifts in heax-y nicchani- 
ral and electrical cuRinccring, hot forging and pressing of metals, transport engi- 
neering and chemicals having direct war potential ; and “normal pre-war shifts,” 
iiuaniiig usually one shift, in all other industries. 
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Uniiecl Slates Economic Plans for Geiinany: 

Corrective Measures 

Economic Disarmament 

A balanced conception of all Allied policy toward Germany must be- 
gin with the determination of the Allies “to ensure that Germany will 
never again be able to disturb the peace of the world.” ‘Die language of 
both the Yalta and the Potsdam Agreements gives clear priority to this 
l)uri)ose. 

The economic aspect of disarmament was included in the Yalta 
Agreement and elaborated at Potsdam. The level-of-industry plan opens 
the way for removing Germany’s industrial base for future aggression. 
Other features of economic disarmament include seizing external assets, 
patents, and technological secrets ; breaking up undue concentrations of 
economic power ; and removing from key business positions those per- 
sons who would be most disjwsed to evade disarmament controls. 

The necessity for drastic measures is based on the way in which 
Germany mobilized her total economy to build her last war machine, 
plus the danger that she might repeat the performance in a few years if 
licr present resources were left intact. By skillfully exploiting her one 
major resource, coal, she enormously expanded production before and 
during the war, particularly in the fiekls of metallurg)’, machinery, and 
chemistry. Steel production, for instance, which averaged 12 to 13 mil- 
lion tons annually for the years 1929 to 1937 inclusive, increased tO' 
more than 22 million tons in 1938. The rate of overall industrial produc- 
tion, based on 100 for 1928, was 61.2 in 1932, but rose to 141.5 in 1938. 
Science and engineering were used to develop synthetic rubber and oil 
and other substitutes for materials that could not be procured after war 
began. Through patent and trade arrangements and acquisition of in- 
dustrial interests in other countries Germany was able both to obtain 
certain products which she lacked and to restrict other nations’ produc- 
tion of many materials critical to modern warfare. 

(a) ludxulry. Though industrial surveys of Germany arc in pro- 
gress, exact figures on present capacity are not yet available. It is known, 
however, that the bulk of Germany’s war-expanded plant is either ready 
for operation or reparable within a short time. For example, at the war’S' 
end there were over two million machine tools in Germany, roughly as 
many as in the United States and twice as many as in pre-war Germany. 
The United States Strategic Bombing Survey reported that in 1944, the 
year during which the tonnage of bombs dropped on industrial targets 
was greatest, less than seven per cent of all existing machine tools was 
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dotroyid or ilainaged by air raids. Th«?' same survey discovered that 
comparatively little tlainage had been done to major productive facili- 
ties of the steel iiuluslry ; it attributed loss of output caused by air raids 
to damage of transportation and other auxiliary facilities rather than of 
furnaces and macliines. rim>. despite the ravages of bombing and in- 
vasu.ii. tiennan industrial capacity is still far greater than that needed 
to maintain a normal i>eacetime economy. 


Iveiluction of capacity to ])eacetime projuirtions has now been made 
possible by the level-of-industr>- decision. The reduction of German in- 
dustrial capacity to fit this pattern will be carried out chielly by repara- 
tion remi>vals, tliscus.sed below. Only surplus capacity not wante<l for 
reparation will be ilestroyed. 

{!>) n.vlcrmtl .ls.u'ls. Industrial plant within (iermany is by no 
means the whole of liermany's economic base for renewed aggression. 
Even before the war German investments and deposits in other coimtries 
wer<‘ large. Towar<l the close of the war the Germans transferrcil as 
much capital as ixissible. under various forms of disguise, to neutral 
countries for the purpose of escaping Allied controls and eventually 
restoring German power. Allied restrictions were evaded in this way 
after Worhl War 1. Similar moves were accordingly anticipated this 
time, and systematic plans were laitl long before the end of the war for 
tracing German external assets and assuming complete Allied jurisdic- 
tion over them. 


The United Nations announced their intentions in this regard in the 
Inter-AlIicd Declaration of January 5, 1943, the Gold Policy Declara- 
tion of Eebruary 22, 1944, and Resolution VI adopted at the Bretton 
Woods Einancial and Monetary Conference July 22, 19-14. These policy 
declarations formed the basis for comprehensive detailed demands con- 
cerning the control of enemy external assets and persons made to the 
continental Kiiropeaii neutral countries simultaneously with the military’ 
defeat of Germany. Each of the neutral countries has to some degree 
ac<|niesccd to these demands by blocking enemy assets, arranging for a 
census of tliem, and committing themselves to tlie restitution of property 
looted hy Germany from occupied areas of Europe. Practically all diplo- 
matic and consular property belonging to the fallen German Govern- 
ment has been surrendered to Allied jurisdiction, and in certain neutral 
countries the Allied Governments have assumed control of a substantial 
amount of German private property. Agreement with regard to German 
holdings in Switzerland and gold received by Switzerland from Germany 
was announced on June 17, 1946. German assets in Allied countries 
have, of course, been sequestered wherever identified and will be given 
as reparation to the country in which they are located. 
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• (c) Patents. Industrial Secrets, and Research. Tlic United States, 
together with other occupying powers, has been acciuiring tlie liitulanicn- 
tal scientific and technical information available in Germany and ts <lis- 
closing all information bearing on industrial techniques for the bcneiit 
of the world, including those nations receiving in reparation i>lant- 
w’hich require these techniques for their operation. With regard to Ger- 
man patents outside of Germany. United States policy has been ( 1 ) to 
terminate promptly all German interests in such patents an<l (2f to seek 
multilateral agreement to the effect that, as a general rule, all Allied 
nationals be given access in Allied countries to German patents which 
exist in those countries, preferably on a royalty-free basis. 1 he United 
States Government has opened German patents held in this country for 
use by citizens on this basis and is willing to release them to the na- 
tionals of any other country which will take reciprocal action. 


The Potsdam Agreement provided for control of all research con- 
nected with economic activities. This has been implemented by I-aw No. 
25 for the control of scientific research, adopted by the Control Council 
on April 29, 1946. The law prohibits both fundamental and applied re- 
search in matters primarily related to military uses, lists nine pro- 
hibited subjects of applied research and ten general categories of chemi- 
cals on which research is unlawful. It also lists chemicals on which re- 
search is permitted relating to methods of utilization but not to methods 
of production and indicates subjects of applied research for which prior 
approval of Military Government is required. 

Thus by the seizure of existing patents and secrets Germany's former 
military resources in this field have been eliminated, and by the control 
of research Germany is to be prevented from technological rearmament. 


(d) Economic Institutions. Cartels and combines ser\'cd as tools for 
mobilizing the German war economy and for penetrating the economies 
of other countries, in order to aid German rearmament and to cripple 
intended victims. Article III, paragraph 12 of the Potsdam Agreement 
accordingly states, “At the earliest practicable dale, the German economy 
shall be decentralized for the purpose of eliminating the present exces- 
sive concentration of economic power as exemplified in particular by 
cartels, syndicates, trusts and other monopolistic arrangements.” Nego- 
tiations for a law to execute this policy are being conducted in the Allied 
Control Council, the principal issue being whether disestablishment 
shall be mandatory for combines falling within certain criteria — of size, 
for example— or shall be left to the discretion of administrators. In No- 
vember 1945, the Control Council handled the case of the mammoth I. G. 
Farbenindustrie individually by enacting Law No. 9, the provisions of 
which include seizure of property and termination of cartel relationships. 
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I’ciuling comprehensive action hj- the Control Council, the Coni- 
nKindt r of I'nited States h'orccs in the Kuropean Theater has been clc- 
eeiitralizinj; ilic German economy in the L'nitecl States zone in ac- 
cordance witli parafiraplis 86 and 37 of JCS KMt?. A directive issued for 
the administration of milit.iry j^overnment detachments on lulv 7, 1645 
providc<l for the pnihihition of cartels and cartel-like arranyements. A 
flirective of October 8. 1645 formulated jirinciples under which trade 
orf^aiiizations mi'jht lie rc-estal)lishe<l in confortnity with anti-cartel 
policy. In order to assist the l'nite<l States Government in its police of 
(lispersinj; the (nvncrshi|) and control of Cierman industry, a survey of 
combines, merj^ers, luildin" companies, aiul interlockitig directorates is 
bein',' conducted in the Ibiited States zone. The results will he forwarded 
to \\ ashin^'toii with recoininendations hir most elTcctive action. 

( c) 7 he Prohlew of Long-Term LimiltUions. The Potsdam .\grce- 
mcTit formulates Allic<l policy "during the period of Allied control." 
thus leaving open the (lucstion of more lasting limitations to be imposeti 
on the German economy in connection with peace treaties. I«i a statement 
issued for publication on December 12. 1945, the Department of State 
took the position (hat the determination of the post-war level of German 
industrial cap.acity is to serve as the basis for reparation removals, not 
to impose ])ermanent limitations on the German economv. 

I he need for limitations of some sort at the termination of militarv 
occupation is sttggested liy the possiliility that, even after loss of cNternal 
a.ssets and surplus industrial capacity. Germany might again start ex- 
panding her economy in a warlike direction once Allied controls were 


removed. Lbtited States policy on finished armaments and aircraft is pre- 
sented ni the draft of a twenty-five year treaty submitted bv the Secretary 
of State to the Council of Foreign Ministers in Paris on April 29. 1946. 
T he character and extent of other long-term economic limitations will 
<lepeiul on German performance in the meantime — on how satisfactory 
a government has licen formed, how real a start has been made toward 
creating a Germany fit to re-enter the family of peaceful nations. 


Reparation 


(<j) General Nature o/ the Reparation Program. The Yalta Agree- 
ment stated the moral basis of the claim for reparation and determined 
that reparation should he in kind : “We have considered the (juestion of 
the damage caused by Germany to the allied nations in this war and 
recognized it as just that Germany be obliged to make compensation for 
this damage in kind to the greatest extent possible." The extent and 
methods of reparation were subsequently discussed by the Allied Com- 
mission on Reparation which met at Moscow. General principles, based 
upon these discussions, were finally formulated in the Potsdam Agree- 



cermany: imposed plans 


269 


ment. These principles embodied United States proposals to a very larj^e 
■degree. 

The significant features of the reparation program ma\ be sliown by 
a comparison with reparation after World W ar 1. Reparation i^ to be in 
goods rather than mostly in money, thereby avoiding difficulties con- 
nected with monetary exchange. Specifically, it is to consist of a trans- 
fer of capital, principally industrial ecjuipment and external assets. I iii-^ 
permits rapid completion, avoids the danger of gradual postponement 
and ultimate default, and permits early concentration on the long-term 
tasks of reconstruction. At the same time it accomplishes major objec- 
tives of economic disannament and gives prompt and tangible aid for 
devastated areas. 

To ensure speed the Potsdam Agreement provides that all removal 
of industrial equipment shall be completed within two years after de- 
termination of the amount to be removed from the western zones. 1 he 
Icvel-of-industry plan constitutes the first of the major steps toward this 
determination. Remaining steps are allocation of productive capacities 
by zones, completion of zone surveys, and designation of factories to be 
retained and factories to be removed. In order to expedite matters 
further, the Potsdam Agreement provides for advance deliveries of 
equipment declared surplus to peacetime needs, without waiting for 
total available amounts to be fixed. By March 1, 1946, 372 plants had 
been declared available for reparation in the western zones, and a 
number had been or were in process of being dismantled. But in May a 
halt was called to further dismantling in the United States zone pending 
attainment of the economic unity of Germany called for in the Potsdam 
Agreement. 

The total value of German external assets has been estimated roughly 
at two billion dollars. To facilitate control for reparation purposes, the 
Allied Control Council on October 30, 1945, enacted I^w’ No. 5 estab- 
lishing a German External Property Commission and vesting in it all 
German external assets. Proposals are now being formulated by the in- 
terested Allied governments calling for the unqualified recognition of 
this law by the neutral governments concerned and establishing ap- 
propriate machinery through which German assets in neutral countries 
may be utilized for reparation. Assets in Allied countries will likewise 
be utilized in the process of settling reparation accounts, according to 
the plan for dividing reparations discussed below. 

(b) Shares in Reparation. The Potsdam Agreement establishes the 
main lines along which reparation will be divided as follows. The Soviet 
Union is to settle the claims of Poland from its own share of reparation. 
It is to get the industrial capital equipment removed from the eastern 
zone and the German foreign assets in Bulgaria, Finland, Hungary, Ru- 
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mania, and eastern Austria. In recognition of tlic fact that a dispropor- 
tionate share of (jermany’s industrial plant is situated in the western 
zones, the Soviet Union is also to receive 25 per cent of the industrial 
capital equipment to he removed from the western zones, 10 per cent of 
this to l>e transferretl without payment and 15 per cent to be evchanged 
for an e(|uiva1ciU value in commodities. Remaining equipment and 
foreign assets arc to he share»l by all other countries entitled to repara- 
tion.” 

The shares in reparation of countries other than Poland and the 
Soviet Union were defined by the I'aris Conference on Reparations. The 
final act of the Conference, adopted on December 21. 1945. is included 
as appendix 11. It specifies percentage shares as between 18 claimant na- 
tions. formulates principles of allocation, and establishes the Inter-Allied 
Reparation Agency to make allocations and serve as a channel of in- 
formation. 

'I he bhiitcd States received an allocation of 28 per cent of the repara- 
tion assets divided by the Paris Conference other than capital equip- 
ment ( merchant ships, and inland water transport. The United Kingdom 
also received 28 per cent; I'rancc, 16 per cent: all others, loss. As to 
capital ctiuipment. merchant ships, atul inland water transport, the 
United States was allocated 11.8 per cent, after voluntarily relinquish- 
ing 16,2 percentage points to the greater need of other claimants. The 
Ibiited Kingdotn was alloc.atcd 27.8 jkt cent of this category: France. 
22.8 per cent : all others, less. 

(r) Rcf'aralion and Current l^roductiun. The problem of reparation 
is complicated liy the fact that the (jcrman economy is not self-sufficient 
and therefore reijuires imports of food aiwl other essentials. IwDth to 
sustain the agreed staiulard of living atul to meet local costs of the oc- 
cupying forces. Since all German external assets are earmarked for 
reparation, and the looted gold uncovered in Germany has to be restored 
to the countries from which it was taken, exports based on current pro- 
rluction are the only means whereby Germany can be self-supporting. 
Therefore if exports were also claimed as reparation, the occupying 
|)Ower.s would have to pay for the essential imports and thus would in- 
<lirectly be paying Germany’s bill for reparation. The United States in 
particular has no desire to repeat, in different form, the experience un- 
dergone after World War I. when Gennany jxiid reparation out of the 
proceeds of American loans and investments, then defaulted on the lat- 

• riic German merchant marine has been divided between the eastern and west- 
ern cotintrics by a Tripartite Merchant Nfarinc Commission set up in accordance 
with the Potsdam Agreement. The western share will be subdivided along with 
other assets under terms fixed by the Paris Conference on Kepa rations explained 
l)cIow. Inland water transport will be transferred in restitution, discussed in the 
next sScction. 
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ter. Almost from the beginning of the present occui)ation, ilie Vnitccl 
States and other occupying powers have been obliged to import into 
Cermany at their own cost a considerable volume of food and ^oIne 
medical and sanitary supplies for the purpose of preventing starvation 
and disease. It is thus essential to put Germany as rapidly as i)raclicable 
on a self-sustaining basis. 

This problem was foreseen and provided for in article HI. paragraph 
19 of the Potsdam Agreement, which states: ‘■Payment of reparations 
should leave enough resources to enable the German i)eople to subsist 
without external assistance. In working out the economic balance of 
Germany the necessar)' means must be provided to pay for imports ap- 
proved by the Control Council in Germany. The proceeds of exports 
from current production and stocks shall be available in the first place 
for payment for such imports.” To implement the last clause, known as 
the “first charge princijile,” the Cotitrol Coimcil agreed on Septem- 
ber 20, 1945 that each zone commander sliould require paymetit for ex- 
ports (other than reparation removals) made since August 1. 1945, such 
payment to be for not less than SO per cent of the price of the exports. 
Payment was to be in United States dollars or other currency acceptable 
to the Control Council. The export proceeds were to be credited to a 
special account of the Control Council and used for the payment of im- 
jxirts. 

Details of the' arrangements whereby the proceeds from exports 
would be applied to payment for imports have not been finalized. 'Ibis 
difficulty, however, has not been allowed to delay the initiation of an ex- 
port program. Considerable exports of coal, as well as lesser (juantities 
of other materials, have been made and the proceeds held jiending set- 
tlement of certain details. The principal difficulty has been lack of agree- 
ment on a general export-import plan and on central machinery to co- 
ordinate exports and imports for Germany as a whole. Since capacity 
for exports and need for imports are very unequally distributed among 
the zones, the problem can be solved only by treating Germany as an eco- 
nomic unit — a provision of the Potsdam Agreement which has not yet 
been carried out. 

Other obstacles to implementing the first charge principle have 
been: the position taken by the Soviet Union that the reparation removal 
program must be settled first ; the difficulty importing countries find in 
securing United States dollars to make payments ; and the natural re- 
luctance of nations which suflfered from Nazi aggression to pay for 
German goods. Representatives of twelve countries at the Paris Repara- 
tion Conference approved a resolution expressing the hope that some 
reparation out of current German production and stocks would be forth- 
coming, but the conference did not make specific recommendation to 
that effect. 

18 
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The first charge principle remains a part of United States policy, 
and continuous efforts arc being made to overcome the difficulties in- 
herent in its application. It is hoped, in particular, that the level-of- 
industry agreement will make possible an early agreement on a quad- 
ripartite foreign trade authority and an export-import plan for Germany 
as a whole.’ 

United .States Economic Plans for Ciermany: 

Constructive Measures 

Toward a Peacetime Economy 

As economic disarmament, reparation, and restitution arc progres- 
sively accomplished, more attention is being given to the complementary 
pr<ihlcm of enabling Germany to develop a peace-time economy that will 
sustain the general rcconstrtiction of German life on a peaceful demo- 
cratic basis. The Potsdam Agreement adopts this as a long-range ob- 
jective of Allied policy. It is recognized that democratic and peaceful 
inclinations will liavc little chance of developing unless the economic 
found.itions arc properly laid. 

Unlike the corrective aspects of economic policy, which for the most 
part can be imposed by force if necessary, the constructive aspects con- 
.sist necessarily in measures which place final responsibility on the Ger- 
mans. The Icvel-of-industry plan, for example, provides for retention of 
enough plant to su.stain an average standard of living, but whether the 
plant is used energetically enough to attain that standard depends upon 
German initiative. 

In reactivating their economy along permitted lines, the Germans 
face certain problems imposed by the consequences of the war as well 
as by Allieil decisions. The concentration of the occupying powers upon 
disarmament and reparation has resulted in comparatively minor inter- 
ference with the reactivation of the German economy, and that chiefly 
through additional demands made upon transportation. Present German 
hardships and problems arc in iv.uch greater degree direct consequences 
of the war — the degree to which the whole nation was mobilized for 
total war, the vast physical destruction caused by Nazi tenacity in fight- 
ing to the bitter end, the complete collapse of public and administrative 
services as Germany was overrun, and the large-scale movements of 
refugees and displaced persons. 

Major changes in area, natural resources, and population have re- 
sulted from the change in the eastern boundary of Germany and the 
transfer of German minorities from Poland and Polish-administered 
areas, Czechoslovakia, Hungary, and Austria to Germany. They form 


* Chapter 3 deals with restitution of stolen property. It is omitted here. 
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the framework within which the Germans must reshape tlieir economy 
along the lines laid down in the level-of-industry plan and coiisliuite 
an additional demand on German initiative in achieving a viable econ- 
omy. These changes were taken into account in the calculations on which 
the level-of-industr)’ plan was based. If. however, the (3erman population 
turns out to be larger than assumed, corresponding adjustments will 
have to be made. 

Economic Unity 

The Icvel-of-induslry plan is expressly based on the assumption that 
Germany will be treated as a single economic imit. The Potsdam Agree- 
ment, article III, paragraph 14. provides that Gertnany shall be so 
treated during the period of occupation and that to this end common 
policies shall be established with respect to mining and industrial pro- 
duction and allocations: agriculture, forestry, and fishing; wages, 
prices, and rationing ; import and export programs for Germany as a 
whole; currency, banking, central taxation, and customs; reparation 
and removal of industrial war potential : and transportation and com- 
munications. Paragraph 9 of the same article provides that certaiti es- 
sential German administrative departments, headed by state secretaries 
and functioning under Control Council direction, are to he established, 
“particularly in the fields of finance, transport, communications, foreign 
tra<lc and industry.” 

These provisions have remained largely a dead letter. The Gertuan 
economy is still operated on a zonal basis, with only a small degree of 
co-ordination by the Cotitrol Council. Machinery has been set up for 
common allocation of the limited quantities of merchantable coal and 
steel available in Germany, and some co-ordination has been achieved 
in the revival of interzonal and international postal communications. 
Otherwise the zones have separate policies and administrative agencies 
for production, pricing, and banking. Tittle i)rogress has been made 
toward removing barriers to trade between the zones or toward work- 
ing out an export-import program for Germany as a whole. 

As a result, economic revival has been slow atul uneven, and the 
burden on the occupying powers correspondingly large. In the British 
and Soviet zones the jwlicy has been to speed industrial revival, though 
m different ways. In the United States zone, JCS 1067 forbids the com- 
mander to aid in rehabilitating the German economy except for certain 
limited purposes. The United States zone lacks coal. The French and 
British zones have coal but lack food. The Soviet zone has food and 
brown coal, lacks iron and steel. The chart on page 33 * shows how 
greatly the zones differ in arable land, natural resources, and industrial 


'Omitted here. 
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capacity in relation to pf)pnlatir.n. '1 hesc factors supplement each other 
wlien the country is treated as an ecniu>inic unit. They cannot do so 
when t)ic cconotny is iiUo xonal compartments. 

I he failure thus far t<. carry rut this fundamental feature of the Pots- 
dam Agreement is due to more than one catisc. Negotiations hetween 
the occnp\ing powers necessarily concentrated fir.st on economic dis- 
armanu nt and reparation. I'nti! agreement was obtained on the level of 
industry to he retained in (iennany. it was impossible to devote much 
attention to other subjects, such as p<»licies for reactivation of the re-- 
maining industrial ca]>acity. (Hher formidahle dift'iculties still exist. 
Some arc inherent in the hasic dilTcrcnces in economic aiul social phi- 
]oso])hy among the occupying p»>wers. Others arc <luc to disagreement 
on other Muropean issues and to the uncertainty which attaches to Gcr- 
manv s future status in Kurope as a whole. 

One of the diflicultics has been the unwillingness of France to agree 
to the establishment of the necessary central German administrative 
agencies lest these pave the way for Germany to become a strong and ag- 
gres.sive |)ower once more. The brcnch were not among the signatories 
of the Potsdam Agreement and therefore have the legal right to with- 
holil approval on this point. I hey have indicated willingness to recon- 
sider oidv if the other priwers wouhl agree to sever the Ruhr-Khineland- 
Saar area from (jcrmany an<l place the l^uhr under an international 
regime. 'Fhey assume that the (hler-Ncisse line will become the perma- 
nent eastern frontier of Germany and see no reason for deferring a 


similar boundary settlement in the West. 

Another crucial but more recent ilifliculty has been the reluctance of 
the Soviet l.huon to agree to a common policy regarding imports and 
exports for Germany as a whole, involving the pooling of proceeds of 
exports from the four 7ones. the sharing of deficits, the application of the 
first cliarge principle, and the maximization of interzonal trade. So long 
as ])rocceds of exports in any one zone do not have to he pooled, the 
teiulcncy is inescapable to maximize foreign trade and reparation out of 
current output (if the imports ir.to the zone have been paid for) at the 
expense of interzonal trade. This tends to separate the four zones eco- 
nomically and to make the continuance of foreign-exchange deficits in 
the poorer zones a certainty. 

At the Paris meeting of the Council of Foreign Ministers, v\pril 25 
to May 1<). the Secretary of State asked that special deputies be ap- 
pointed to draft a peace settlement for consideration at a general Allied 
conference .and to report to the Council of Foreign Ministers on the 
pressing economic and boundary problems. The Soviet representative, 
however, was not willing to agree to the proposal without further 
study. 

At tlie second Paris meeting of the Council of Foreign Ministers, 
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economic unification of Germany was again urged, without success. As a 
last resort, pending action by the four powers to carry out tlie Potsdam 
Agreement in this respect. Secretary Byrnes stated to the Council on 
July 11, 1946, that the United States would join with any other occupy- 
jng governments in Germany for the treatment of their respective zones 
as an economic unit and that the United States representative on the 
Control Council would be instructed to act with the representatives of 
any other occupying governments in implementing this jiroposal and 
establishing the necessary German administrative machinery. The pur- 
I>ose of the proposal, he explained, was not to divide Germany but to 
expedite its treatment as an economic unit. The arrangement would be 
open on equal terms at any time for the participation of any government 
which did not participate in the beginning. Within the following month, 
the United Kingdom accepted the proposal in principle, while France 
and the Soviet Union declined. 

The question of economic unity i.s fundamental, not only to the 
nature of the German peace-time economy but also to the interdependent 
programs of reparation and economic disarmament. Either a major 
change in boundaries or a persistent failure to achieve unified coordina- 
tion would require drastic revision not only of the level-of-industry 
agreement but also of the basic economic policy laid down in the Pots- 
dam Agreement. Elach zone or other separate area would have to be 
studied with a view to its requirements as a relatively independent econ- 
omy ; the amount of industrial capacity required for self-support would 
be correspondingly greater, and the amount removed for disarmament 
and reparation correspondingly less. For this reason dismantling of 
plants in the United States zone was discontinued in May 1946, until 
the question of economic unity could be settled. 

Stages of Recovery 

In a statement on December 12, 1945, the Secretary of State outlined 
three roughly definable stages in the return of Germany to normal eco- 
nomic conditions under the Potsdam Agreement. The first stage has seen 
virtually no industrial activity, and principal emphasis has been on 
meeting immediate problems, especially those of Allied countries, and 
on setting up the machinery for reparation and industrial disarmament. 
As a necessary complement to the functioning of such machinery along 
agreed lines, it w'as expected that this stage would include setting up 
the central German administrative agencies discussed above. 

The second stage, expected to last from 1946 to 1948, involves com- 
pletion of reparation removals and simultaneous reactivation of plants 
marked for retention. With the elimination of various delaying factors 
incident to the first stage, industrial reactivation should proceed much 
more rapidly, although the world food situation ntay slow it somewhat, 
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csjK-cially in tlic period immediately before tlie 1946 harvest. German 
coal prudiu-ti»>n should iticrease .substantially bv tile end of 1946, and it 
is to bo bo(>cd that the trans{)ort situation will improve in proportion. 
It is unlikely that (jermati production will provi<le snflicient cxjiorts to 
tinance the full volume of necessary iinp<irts in the early jiart of this 
stap:e. but continuing,' e.xpaiisiim of production should brinj' Germany 
nearer to that goal. In general, progress during the second stage depends 
upon whether tlie central economic agencies, which should have been 
in.stitule<l toward the close of the first stage, are finally established. By 
the close of the second stage the Cierman economy should have assumed 
the general shape implied in the leyel-of-indu.strv plan. 

In the third stage, beginning when reparation removals are com- 
pleted. the Germans should gratlually regain control of their economy 
and be able to use their resources, within limitations fi.Ned by the occu- 
pying powers, to improve their standartl of living. 

Jnniicdiatc Problems 

The outstanding problems of the early stage of (ierman economic 
revival have been the primitive ones of food, transport, fuel, and shelter. 
These liad to he provided in some fashion without waiting for disanna- 
ment and reparation issues to he settled. But since similar problems were 
faced by other Eurc'pean countries, it has been Allied |H)Iicy to give 
priority to tlie needs of liheratetl areas. esj>ecially for imi)orts of food 
and coal. This policy was hascil upon the provision in the Potsdam 
Agreement that during the period of occupation the German stamlard 
of living shouhl not exceed the average standard of other European 
countries. The .Agreement authorized early measures for rehabilitation 
only with respect to essential repair of transport, emergency repair of 
housing and essential utilities, enlarging coal production, and maxi- 
mizing agricultural outjiut. 

Considerable progress was made along these lines in the early 
months of occupation. One of the first tasks of Military Government 
was to sec that transport and utilities were rcpaire<l as well as circum- 
stances wouhl i>crmit. By Echruary 1946, approximately 96 per cent of 
first-line railroad trackage in the United States zone was available for 
operation, and a large-scale heavy repair system was keeping the supply 
of serviceable rolling stock fair’y constant. .An emergency shelter pro- 
gram, consisting chiefly in effecting emergency repairs with local salvage 
materials and rationing available space, brought the average number of 
persons per room down to 1.6 in the United States zone by Januar)' 1946. 

(o) Food. German agricultural production must remain below nor- 
mal for some time, owing to such factors as the cumulative soil defi- 
ciency produced over a period of years by the diversion of important 
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fertilizer elements into munitions. However, immediate slq)> have been 
taken in the United States zone and elsewhere to make food pr.iduction 
as large as possible under the circumstances, for e.xample b\ enlarging 
the area devoted to direct consumption crops and increasing the propor- 
tion of high-yielding crops sucn as potatoes an<l sugar beets. 

In any case it was apparent at tlie outset that, since Germany has 
never been self-sufficient in food, western Germany at least would <k- 
pend heavily on imports, financed initially by the occupying powers. 
The Allies agreed that no punitive conception should govern the level 
cither of imports or of the German ration scale. These have been, aiul 
must continue to be, determinetl by the world supply situation. W ithin 
the United States zone a stiaicture of ration categories was set up, un(ler 
which — by the end of 1945 — the normal consumer in a German city 
received a daily' ration of 1 ,550 calorics, and to this he was able to a<ld 
about 400 calories from other than rationed foods. This was a reason- 
able level compared with standards elsewhere in Europe and pennitted 
the Germans to sustain life and health. 

In the early months of 1946, however, it became clear that the 
world was face<l with a desj)erate food situation, particularly for the 
period before the 1946 harvest. Famine appeared likely in widespread 
areas, and the situation in liberated countries, also dependent upon 
imports from the limited world grain pool, was getting worse. l*or these 
reasons it was necessary to cut the ration in western Germany. A cor- 
re.sponding cut was not necessary' in the eastern zone because the ratio 
of agricultural resources to population is more favorable there. Hojic 
remains that the precarious period before the harvest can be passed 
without mass starvation in the western zones. The Germans were well 
fed throughout the six war years and should therefore stand a low diet 
better than those who fared less well during the war. 

(b) Coal. As food is the most immediate problem in preserving life, 
coal is the prime necessity for icactivating industry and transport, not 
only in Germany but throughout Europe. The production of all mer- 
chantable solid fuels has followed a similar pattern. During tlie second 
half of 1945 it increased rapidly, but hopes for a continued rise in 1946 
have not yet been realized. There are less than half enough miners to 
operate the mines at capacity, and the miners are only half as productive 
as in pre-war days. Inexperience^ housing difficulties, and lack of mining 
supplies such as steel and pit props are major reasons for the decreased 
productivity of labor. Since the first of March the worsening food situa- 
tion has caused a decline in production. 

Germany is normally a coal surplus area on which western Europe, 
Italy, Austria, and Czechoslovakia partly depend for their supplies. She 
could have enjoyed a more rapid economic revival than most neighbor- 
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ing countries had she been allowed to meet local needs fullv before 
making ex[5orts. Hut Allied policy has been to give liberated areas eco- 
nomic priority over (jcrmany in the initial post-war period. Accord- 
ingl\ . in July 1945, President Tnitnan, Cjcneral de Gaulle, ami Prime 


Mini>ter Attlee issued a directive to their militarv commanders in Ger- 


many to the effect that coal exports from (iermany to liljeratcd areas be 
maximized during the period from August 1945 to April 1^6. . . . 


Long-H(nige Problems 


riiongh tlie imtncdiate post-war problems of the German economy 
have been dealt with fairly successfully on a zonal basis, the long-range 
problems depend for their solution on the treatment of Germany ns an 
economic unit, unless the entire trend of Allied economic policy is to 
be revised. Pcaclivaiion of industry in the I’tuted Stales zone, for ex- 
ample. has gtuie about as far as it can under present limitations and 
is in tact beginning to recede because the progress hitherto achieved 
depended on using up existent stocks of raw tnatcrials. The discussion 
which follows assumes the framework of the Potsdam Agreement rc- 
specting economic itnity. If that comlition fails to be realized, all prob- 
lems will assume a radically different aspect. 

1 he long-range problems are those involved in achieving the secotict 
aiul third stages of economic recovery, whereby ])ro(luction is remod- 
eled to tit the level'of-industry plan, the labor force apj)ropriatcly rc- 
deplfiyed. agriculture intensitlcd, an<l a balanced system of exports and 
imjK)rts achieved. If in this way the Germans attain the European aver- 
age .standard of livitig and arc aide to hope and work for a rising stand- 
ard in the future, along with the rest of Europe, tlic constructive eco- 
nomic purpose of the Potsdam Agreement will have been fulfilled. 


(a ) Mniiiigcmcnt aud Labor. The shift in emphasis from heavy in- 
ilustry to light itidustry and agricuUttre will require a corresponding 
shift in managerial talent and labor, with the necessity of acquiring new 
skills and training. 

Sidistantial gaps in the ranks of business and industrial management, 
especially at the higher levels, have rcsuUctl from the Allied policy of 
removing Xazis and militarists from influential economic positions. In 
the period ending March 31, 1946. 68.833 persons of the 278,070 iit 
business and industry who were screened in the United States zone were 
removed from their jobs. The task of directing and administering the 
changes ui the German economy arising from war dislocations and the 
level-of-industry plan will fall upon the Germans. One of the decisive 
factors determining their success is likely to be the quality of the new 
management develoi>ed to fill the gaps. 

Another no less important factor will be the initiative exhibited in 
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planning, training of labor, an-l direction of labor to the a[)|>roj)riate 
work. No pattern of use for resources, land, labor, and capital is lixcd 
and undeviating. The old German pattern is being changed— in the lir^i 
instance by the dislocations and losses of war, in the second by the 
level-of-industry plan. It will tax ingenuity an<l good management to 
create a new pattern which employs fully the resources remaining in 
Germany. 

The redistribution of labor required is the la.st stage in a series of 
lalx)r shifts and diversions which began when Hitler started to rearm 
Gertnany. In the period of preparation tor war. full employment was 
achieved by cxpansioti of output in heavy industry and military con- 
struction. During the war German workers served in the armed forces 
while foreign labor was brought in to maintain industrial and farm 
production. At the end of the war these “displaced persons” were re- 
turned to their homes ; some German soldiers were demobilized atu! 
became once more available for employment, while others remained 
prisoners of war, and a large number had eitlier been killc<l or disabled. 
With the final ad<lition of Germans who had been living in other coun- 
tries such as Poland, Czechoslovakia, and Austria, Germany now has its 
post-war labor force, disproportionately large in women and older men, 
and must attempt to fit it to the tyi)es of economic effort possible in post- 
war Germany. 

'I'he problem is thus to accomplish reconversion from war jiroduction 
to the new jiattern of peaceful production, which is heavily weighted 
toward light industry and agriculture, with a labor force drastically 
altered in composition. The variou.s aspects of the problem are begin- 
ning to appear. Today production in the industries most important for 
the reactivation of the German economy lags for lack of labor with 
appropriate skills. Coal mining, forestry, and construction labor arc 
short. On the other hand, unemployment exists among certain classes 
of labor trained for work which is not needed at the present low levels 
of economic activity or which will be limited by the level-of-industry 
plan. It is particularly high among clerical, administrative, and com- 
mercial workers. 

An approach to the solution of the problem requires that the Ger- 
mans adapt the machinerj' and equipment they will have when repara- 
tion removals arc completed to the use of larger numbers of workers. 
They will need also to train workers for jobs in fields requiring less 
capital equipment, expanding employment in agriculture, construction, 
land rehabilitation, and similar fields, and in the peaceful industries 
upon which no limitations were imposed by the level-of-industry plan. 
The Germans will have to invest in this peaceful task a large measure 
of vigor and imagination comparable to their war effort if they are to 
do what is required. 
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(«) .-Iffriculltirc. Owing to the reduction in German territor>-, it is 
tloulnfiil that Cicrman farm population and cultivated acreage can be 
rai>ed to the level obtaining in pre-war Gennany. This, with the transfer 
of population from the East, means a greater reliance upon imports for 
food. However, improved agricultural jnethods and a more intensive em- 
ployment of labor can elTect some increase in production. Also the pres- 
cMit acreage under cultivation can be iticreased. For example, some tracts 
of moor land can be reclaimed by suitahlc drainage, and land formerly 
reserve<l for military trainitig — am<mnting to three per cent, of the total 
area in the United States zone — is being returned to agriculture. 

'Fhe cliicf reiiuisites for restoring production arc fertilizer aiul farm 
tools and machinery. Manufacture of fertilizer is now given high pri- 
ority in the I.'nitcd States zone, hut supplies available for the spring 
planting were less than half of requirements. The princiiKil obstacle to 
inanuf.icture of farm machinery is shortage of steel. Thus agricultural 
atid induslrial recovery are interdependent. In line with the encourage- 
incJit of agriculture tlie level-of-industry plan allows retention of ai)prox- 
imately 70 per cetit of pre-war capacity for itianufacturing light tractors, 
and all cxistitjg cajiacily for other agricultural equipment subject to re- 
strictions on the type of product, \\ ith respect to fertilizers, the plan 
envisages over 100 per cent of pre-war protluction of potash, hut cuts 
nitrogen and phosphate capacity to 40 per cent of the 1936 capacity 
because these chemicals are important in the manufacture of munitions. 
For this reason two of the three chief fertilizers will have eventually to 
be supplied in large measure hv imports. The plan allows retention of 
capacity for making nitrogen through the synthetic ammonia process 
until necessary imports of nitrogen can he secured and paid for. 

(/>) Exports and Imports. As explained earlier, it is through a sys- 
tem of exports and imports that the level-of-industry |)lan reconciles the 
rcc|uircmenls of industrial disarmament with those of Gennan self-sup- 
port at a siwcilied standard of living. Resides food for the population 
her land cannot sup|)ort aiul fertilizers to make her land support as 
many as possible, Gennany must import much of the raw materials and 
the chemical and metal jiroducts required both for her permitted indus- 
tries and for direct consumption. To pay for these she must export an 
equivalent value, estimated in the plan at three billion reichsmarks in 
terms of 1936 price levels. 

Heavy industry formerly furnished a major share of German ex- 
ports. As a result of reparation removals, the bulk of German exports 
in the future, other than coal, will come from light Industries, which 
arc relatively unaffected by reparation. This requires a corresponding 
change of markets. Before the war Germany had the greatest concentra- 
tion of heavy industry' on the continent. As reparation removals disperse 
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this capacity, other countries will receive and operate it, thus creating 
demand for a complementary supply of light industrial products. 1 ho 
discovery of markets in the meantime presents little difficulty m a world 
where war has created so many shortages. H circumstances, neverthe- 
less. do prevent the satisfactory develoiimenl of thc>e markets, the level- 
of-industry plan will be open to revision because it cxidicitly assumes 
“tliat exports from Germany will be acceptable in the international mar- 
kets.” 

The large-scale development of German imiiorts and exports is wait- 
ing upon the formation of a central agency to plan and co-ordinate 
tliem for the whole of Germany. Eventually an exchange rate for the 
reichsmark should be agreed upon to facilitate payments. 

At jiresent the pattern of German foreign trade does not even re- 
motely resemble that which is planned for 1949. German industrial pro- 
<luction has not yet attained substantial levels — in the United States zone 
it was estimated at about one-third of jxist-reparation capacity at the end 
of March. Hence German exports at present consist almo.>it entirely of 
Ruhr coal. Imports consisted predominantly of food up to the spring 
of 1946, but industrial raw materials will be re(|uired increasingly as 
reactivation gets under way. Among the first of these will be cotton for 
the textile mills. A small shipment of cotton has alrearly been made and 
larger shipments are being planned. 

(r) A Rising Standard of Living. The most important long-range 
problem for the German economy is hope. Allied policy olTers Ger- 
mans an opportunity to recreate their economy along peaceful lines. 
They have the requisite skill, industry, and enterprise to make use of 
that opportunity, but whether they actually do so depends finally on 
motives which only hope can sustain. For this reason the United States 
has held consistently to the view that the Potsdam Agreement docs not 
permanently fix the German standard of living at the modest level 
adopted for determining reparation removals, and that whatever long- 
term limitations may be imposed at a later date should allow the Ger- 
mans enough scope to work for a rising standard of living along with 
the rest of Europe. 

Conclusion 

The success of United States economic policy toward Germany both 
depends on and conditions the success of ixjlitical and cultural policy. 
It depends on the success of these policies, because economic order and 
economic hope cannot thrive amid political or cultural decay. It condi- 
tions success in these fields, because they require a Germany that is ab;e 
to live but not to rearm. Only if the German people meet their economic 
problems can they be expected eventually to “take their place among the 
free and democratic peoples of the world.” 
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Similar relations hold between German and world economic policy. 
1 he very fact that economic disarmament will make Germany more 
<lcj)en<Knt than ever u|>on foreign trade implies that Germany’s prob- 
lems can be solved only in the conte.xt of a stable and expanding system 
of international commerce. 

As the first year of occupation drew to a close. United States eco- 
nomic policies toward Gcrmatiy converged upon a decisive issue. The 
levcl-of-industry plan, the program of reparation removals, the contin- 
ued reactivation of indu.stry, the co-ordination of transport and com- 
munications, the restoration of interzonal and international trade, and 
the solution of major jjroblems in taxation, currency, and foreign ex- 
change — all depend upon whether Germany is to he treated as an eco- 
nomic unit. 'I his (piestion will largely decide whether the ground cov- 
cretl so far must be traversed again or whether the occupying powers 
can move steadily forward in the direction originally chosen. 



Chapter XIII 


Greece: A Plan From Abroad 


Introduction 


B y 1946, years of invasion, warfare, willful destruction by conquer- 
ors, and the ensuing inflation had reduced Greece to a broken-down 
economy. If Greece were to recover, foreign aid was imperative, hirst, 
the Food and Agriculture Organization of the United Nations (FAO), 
early in 1947, and then the American Economic Mission to Greece, 
headed by Paul Porter, analyzed the Greek situation, and suggested 
correctives. In later sections of this chapter arc reproduced sul)slantial 
parts of the FAO Report.^ 

What did the economic doctors prescribe for Greece? For the im- 
mediate future, measures that would keep the patient alive. In view of 
the Greek repugnance to controls, the achievement of minimal supplic.s 
and adequate distribution could not be easy. Advisers urged strength- 
ening of existing controls and introduction of new ones; and they 
pleaded with foreign governments for temporary aid which would yield 
stjpplementary food supplies and clothing and make possible a partial 
recovery of transportation. 

In the longer view, assuming that the patient would continue to 
breathe, the prescription was bolder. First, it was necessary to indus- 
trialize: as a means of absorbing surplus population, of raising produc- 

* For a summary and recommendations of the American Economic Mission to 
Greece (Paul Porter), sec Dept, of State; BuIUHh Supplement, Aid lo Greece ond 
Turkey (May 4, 1947), pp. 898-909. In it the reader will also find excellent state- 
ments by Messrs. Acheson, Clayton, and Porter on the Greek situation. 
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tivity. and of providing agriculture with uiechanical aid. It was hoped 
that the percentage of population siipjiortcd hy agriculture might be re- 
duced from 60 to 40 per cent. Population was excessive in relation to- 
the land: and if inclustrialiration did not provide productive work for 
the excess, emigration might he necessary. With improved agricultural 
methods, moreover, the excess would tend to grow. 

Second, reform in agricidturc was long overdue. Among the pro- 
posals made were increasc<l tisc of machinery: modernization of meth- 
ods; greater use of crops requiring intensive utilization: development of 
hydroelectric resources, irrigation, and flood control: and a healthy de- 
velopment of co-operatives. 

Tliird. inflation was the termite destroying the economy. Drastic 
steps were required to destroy the inflation termite or bacillus: like 
these, inflation works stealthily and unseen : and like these, inflation 
brings disease, corrosion, and destruction. The exj^erts would attack in- 
flation through increased output and more economical distribution, and 
keep demand down through various controls. Less waste hy government 
and improved terms of trade for farm products in relation to industrial 
products, which would stimulate agricultural output and sales, would 
proli.ibly moderate the pressure on prices. 

Finally, recovery in export trade was a condition for a healthy econ- 
omy. With the drachma overvalued — that is, the drachma too expensive 
for foreign buyers in the light of the more rapid rise in Greek prices 
relative to foreign prices, allowing for the increased cheapness of the 
drachma in terms of foreign currencies — it would help to reduce the ex- 
ternal value of the drachma. Hut if that were done, exports and imports 
would rise in price and strengthen inflationary’ pressures. Loss of export 
markets in currants, olive oil, and tobacco, also, was a source of con- 
cern. Failure to make the most effective use of foreign exchange further 
impaired the country’s foreign position. 

In short, drastic measures had to be taken. Hut the country moves 
sluggishly and reacts violently against controls and innovation. Unless 
the radical changes proposed in the blueprints can be adopted. Greece’s 
economic future is dim. indeed. 

The Greek Mission’s Report in Brief- 
/mmediale Problems 

Greece has resources and people capable of sustaining much higher 
productive levels than those so far attained. In spite of the efforts of the 
fanners and workers, and the help received from UNRRA, the war dev- 
astation in Greece has been only partly repaired, and the country is still 

* Report of the FAO Mission for Greece (March 1947), pp. vii-ix, 2-6, 11-13, 
20-3, 55-8, 159-63. Opening remarks have been omitted. 
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far from being able to support its population. \'igoroiis elTorts to deal 
with these immediate problems are essential before longer range devel- 
opment measures can be successful. Special attention is called to the 
current food shortage ; to the need for outside ai<l to maintain essential 
imports after UNRRA withdraws; to the necessity of continuing scho.jl 
meals and other special feeding programs for certain groups of the pop- 
ulation ; to the urgent need for rehabilitation of the productive appara- 
tus of the country, especially of transportation facilities, industry, and 
agriculture ; and to positive measures to prevent further inflation and to 
restore export sales and shipments. 

Water Utilization 

The report recommends a broad development of water resources, in- 
cluding drainage, flood control, irrigation, ami hydroelectric projects. 
In the first few years, construction work should he completed on those 
projects which were started before the war, existing works should he 
put in good order, and the most readily available new smaller projects 
should be undertaken. Preparation should be made for the development 
of large multipurpose projects involving detailed engineering plans. 
These should be undertaken as promptly as technical and financial ar- 
rangements can be completed. Completion of the full long-term program 
(which might require a decade or more) would make possible the irri- 
gation of about one-fifth of all the cropland in Greece and the develop- 
>nent of as much hydroelectric power as that produced by the Hovild<?r 
Dam project in the United States of America. This would give Greece 
an area suitable for the production of fruits, vegetables, and other in- 
tensive irrigated crops, about one-thir<l as large as the irrigated laml 
in the farms of California (U.S.A.), and would provide resources for a 
great expansion and modernization not only in agriculture but in in- 
dustry. 


Me(Lsures to Improve Agriculture 

In making recommendations for the long-range development of 
Greek agriculture, the Mission points out that Greece is peculiarly de- 
pendent ui>on world-wide pro-sperity to enable her to increase the cxi)ort 
of Greek products. Means to increase both the volume and quality of 
farm output per family are stressed. At present, the average yield of 
grain crops is only about one-half to one-third of the average yield in 
most countries of Europe. Greatly enlarged opportunities for nonfarm 
employment are needed to reduce the rural population, because even 
with full development of irrigation and of intensive agriculture Greece 
could not profitably support her present proportion of farm people. It 
is emphasized that this proposed shift to more intensive agriculture and 
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larger farms, and from farming to other industries, should be brought 
about by gradual and voluntary action of the people, responding to im- 
proved opportunities made available to them, rather than by compulsory 
directives of the government. The long-term effects of greater industriali- 
zation on farm life would mean greatly imi)roved standards of living for 
the farmers and workers alike. 

I’roposcd technical measures to improve agriculture, forestry, and 
fisheries cover a wi<ie range of activities. The Mission advocates a re- 
organized Ministry of Agriculture to strengthen agricultural education 
and to promote increased researcli, relating it to practical problems ; 
ami to strenglhcn and intensify the e.xtension of advisory services to 
farmers. Recommendations on research outline a proposed rcorgatiiza- 
tion of e.xisting re.search facilities, and advocate the consolidation of 
re.search activities in two agricultural experiment stations. An intensive 
study must he made of such crop problems as seed production, cultiva- 
tion practices, and the adaptability of labor-saving agricultural tools and 
machinery to conditions in Greece. Research in soils is greatly needed, 
and recommendations to supply needed fertilizers and develop soil con- 
servation arc included. 

The Mission emphasizes tliat in view of the wide variations in types 
and kiml.s of soils in (»rcccc. careful research should he conducted on 


llic kind and varieties of plants that will thrive best in each kind of soil. 
For instance, in horticultural crops, certain kinds of trees, such as 
peaches, will not grow well on soils rich in calcium, while other soils, 
^leficicnl in zinc or other minor elements, may he incapable of growing 
liealthy orange or lemon trees. 

N’igorous, extensive propaganda is urgently needed to convince grow- 
ers that an effective preserving and canning industry can be built up 
only on tlie basis of the production of first ((uality jirotlucts tlcrivcd from 
varieties specially selected for the jmrposc. The improved varieties se- 
lected shouUl he planted in large enough units to make their commercial 
utilization for processing and shipping possible. The present multiplicity 
of varieties, especially in fruit crop.s, makes proper care impossible, and 
volume of production at any one time is insufficient for effective com- 
mercial processing or sale. 


I’rotection of the forest areas of Greece would prevent erosion and 
provi<lc a source of valuable lumber as well as browsing for livestock. 
The Mission believes that a special Forestry Research Institute should 
l>c established and research in all phases of forestry strengthened. 

Research in livestock husbandry should be directed toward raising 
<thc low level of productivity of the livestock industry, by determining 
breeding, feeding, and management methods suitable to agricultural con- 
ditions in the country. These objectives could best be attained by estab- 
flishing a new Animal Husbandry Institute at a main experiment station. 
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Improved methods of production and better quality of livestock products 
for food or as raw material are stressed. Suggestions are also made for 
research in veterinary medicine. 

The Mission points out that Greece must have an adetjuaie number 
of college trained workers, if the results of research are to be put into 
practice. Recommendations are made for the recognititm of a faculty of 
agriculture by the universities, college education in home economics, and 
the placing of administrative responsibility for all college education un- 
der the Ministry' of Education. 

The inadequacy of guidance received by the farmer from government 
agencies is the subject of several recommendations to strengthen and im- 
prove the extension (advisory) services. Dissemination of information 
through demonstrations, the press, radio talks, and motion pictures are 
advised wherever suitable. Attention is drawn to needed improvements 
in crop husbandry, the value of fertilizer demonstrations, and the desir- 
ability of introducing itnproved varieties of agricultural and horticul- 
tural crops. The Mission discusses the need for further study of artificial 
insemination as a means of livestock improvement before it is incorpo- 
rated into the livestock program, and recommends the provision of free 
veterinary service as an essential part of the extension services. The Mis- 
sion emphasizes that methods and erjuipment traditionally used by Greek 
farmers should l)c improved and modernized. 

The section on administrative and action programs recommends that 
the Ministry of Agriculture should assume responsibility for their super- 
vision. Appropriate measures to control plant pe.sts and a«iimal di.^eases, 
and a system for the local control of grazing are proposed. While the 
Mission was not equipped to give specialized guidance on forestry prob- 
lems, it makes general recommendations on immediate projects in refor- 
estation and the adoption of a long-range program. In addition to the 
general technical recommendations, the Mission notes several specific 
production policie.s desirable for particular crops or products, including 
raisijis, currants, and wine. 

Fisheries 

Among the fisheries recommendations, the Mission advises placing 
the entire administrative responsibility for fisheries in the Ministry of 
Merchant Marine. Greece has need of a strong research and education 
program in fisheries, and the Mission makes several recommendations 
along this line, and for provision of improved facilities for marketing 
fish. Co-operatives of fishermen are in need of funds, and the Mission 
emphasizes the advantages to Greece of increasing suppiort of such co- 
operatives. Finally, a comprehensive review and modernization of legis- 
lation on the regulation of fisheries is necessary if Greece is to encourage 
the development of the industry. 

19 
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Ecoiiouiic Measures 

The Mission also proposes that the Greek government provide in- 
creased technical and financial facilities for tlie co-operative movement. 
Tliese wonld enable co-operatives to participate to a larger extent in 
farm and village improvements, in ojHTating tractors, threshers, and 
other community equipment, in marketing and processing farm prod- 
ucts, in establishing local industries, and in buying and distributing 
supplies. 

'I'he report recommends that the work of the .Agricultural Bank of 
Greece he correspondingly expanded and strengthened to assist co-oper- 
atives. While the Mission recommends measures for making co-opera- 
tivo.s democratic and inde|>cndent and placing them on a par with private 
industry, it opposes c<impulsory co-operatives or the use of co-operatives 
for public price support or commodity control measures. 

The study of methods to consolidate the strip system of cultivation 
is proposed, as a means of reducing labor waste .and inefficiency in use 
of tools or machines. 

Since agriculture cannot be gre.atly improved without concurrent de- 
velopments in the economy as a whole, the Mission also advocates gen- 
eral measures hy the Greek government to Improve education, expand 
industry, and develop opixirtunities for emigration to other countries. 
The main emphasis in dealing with the problems of the unemployed pop- 
ulation and present inadequate resources of the country, is placed oit 
intensification and moderniz.ation of agriculture, expansion of hydro- 
electric development, and extensive industrial development. This would 
make possible the employment of in.any more people in industry with a 
much smaller proportion remaining in agriculture than at present, a 
great expansion in trade between Greece and other countries, and the at- 
tainment of levels of |)roduction and incomes double or triple those of 
pre-war years. The Mission also recommends reforms in the tax system 
to help provide needed buying power, and points out th.at reforms in 
civil service arc essential to create and maintain a body of public leaders, 
administrators, technicians, and educators capable of carrying through 
a program such as that recommended. 

T he Mission is aware that the Greek government could not put all 
its recommendations into effect immediately. The problem of training 
the neccss.iry professional and technical men and women is in itself a 
goal toward which Greece should aim over a number of years of devel- 
opment. The essential immediate measures outlined in the first section 
can be started at once, and subsequently as the available financial and 
other resources of theTountry increase, more and more of the objectives 
can be attacked. 



GREECE: A PLAN FROM ABROAD 


289 


International Action 

To support the measures to be taken by the Greek Government, the 
Mission recommends action by FAO and other international agencies. 
In particular, it is recommended that a United Nations Advisor)' Mi.ssion 
for Greece be established, representing the Economic and Social Council, 
FAO. the International Bank for Reconstruction and Development, the 
International Monetary Fund, and other co-operating specialized inter- 
national organizations, to give technical aid and advice to the govern- 
ment in carrying through the proposed program and exj)ending the 
external loans involved. 

In addition to funds which may be obtained from reparation pay- 
ments and special international loans for food an<l other immediate 
essential imports for consumption, the Mission recommends international 
loans for Greece to carry through the development program, starting 
with an initial commitment of 100 million dollars for 1947-48. This loan 
would be available for the importation of materials, equipment, supplies, 
and services needed for rehabilitation an<l <levcIopment of transportation 
and communications, of water and hydroelectric projects, of farms and 
marketing, and of private industries, in accordance with the program 
recommended to develop and modernize Greek agriculture and industry. 
The Mission further recommends that subsequent loans be considered 
to carry the program forward as rapidly as the initial funds are put to 
use. 

In its letter of transmittal, the Mission states that “if the Greek peo- 
ple can achieve national unity in attacking their problems, then the 
adoption of the measure.s outlined in our report will assist them to re- 
liabilitate their national life and attain a standard of living more con- 
.sistent with modern ideals.” . . . 


Possibilities for Development ® 

(8) The conditions and possibilities of Greek agriculture cannot be 
separated from related problems of Greek economic life as a whole, and 
this must be taken into account in drawing up programs for future agri- 
cultural reconstruction and development. The Mission has, therefore, 
felt compelled to make recommendations somewltat outside the scope of 
agriculture alone, and even of industries related to agriculture.* It has 


* Paragraphs 1-7 deal with the organization and work of the FAO Kfission. 

* In general, the term “agriculture” is used in this report in the same wide 
sense as defined in the FAO Constitution, to include fisheries, marine prwlucts. 
forestry and primary forestry products. At times, however, as when referring to 
“Measures to Improve Technical Agriculture," it is used in a more sj)ecific sense. 
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examined, at least in outline, the most acute problems of the general 
economic and administrative structure of Greece, and has made several 
broad recommendations for policies to be followed in dealing with them. 
1 hesc general reconimen<lations are offered subject to development or 
modification in the light of more detailed subsequent study. 

(9) Greece has resources and people capable of sustaining far 
higher productive levels than those so far attained. The country can 
very materially increase its per capita production and national income, 
probably to double or triple its j^rcsent level within two or three decades. 
1 his can be done by effective development and use of water ]>otcntialitics 
for irrigation and hydroelectricity, by the education of its citizens in 
modern technologies, by the development and use of improved agri- 
cultural mctho<ls, and by the expansion of industry to use unemployed 
labor effectively. Cajiital used for these purposes in Greece will liave a 
])r(Kluctivity far greater than similar sums would have in better de- 
veloped countries. The Mission is convinced that if the Greek govern- 
tnent will co-operatc wholeheartedly with international technical aid, as 
jiroposed in this re|x>rt. the country will be able to repay the pt'incijxil 

or foreign investments, over a term 
of years. The Mission has also proposed a means of continued consulta- 
tion and first-hand advice, through which the specialized international 
organizations, as technical advisers and investors in the program, can 
co-operate with the Greek government in effecting a broad program of 
devcIo|>incnt. 

Recommendation 2: Principal Goals and General Program 

The Mission recommends tint the Greek government 

(a) act vigorously to deal with immediate or transitional problems 
which block progress toward any long-range goal ; 

(b) adopt as its long-range goal the transformation of Greece from 
a predominantly agricultural country employing mostly primi- 
tive methods to a more industrialized country employing efficient 
modern methods in agriculture and in industry ; 

(c) start a program of modernizing its own agricultural and other 
services to provide the facts, guidance, education, and public fa- 
cihties necessary for its people to carry this program into action; 

(d) give special attention to the improvement of agricultural meth- 
ods. better utilization of water and soil resources, the encourage- 
ment of co-operative action by farmers and consumers, and the 
development of greater industrial activity and employment ; 

(e) request the appropriate United Nations agencies to furnish the 
technical and financial assistance needed to help Greece meet 
immediate transitional problems and to start toward these long- 
range objectives. 
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(10) On the agricultural side, this program would provide for the 
expansion of agricultural areas through flood control, drainage, and ir- 
rigation, with related hydroelectric developments, reforestation, and 
controlled grazing; the intensification of production through a gradual 
and partial shift in suitable areas from extensive to intensive crops, in- 
cluding fruits, vegetables, and expansion in livestock and livestock 
products, and improvement in the <juality of agricultural products for 
domestic consumption and for export; reduction of labor requirements 
and of the number of workers in agriculture in nonintensive areas 
through gradual extensioji of modern machinery and modern cultural 
methods ; a great increase in output per acre and ])er man through im- 
provement in the variety of seeds and the quality of livestock ; improved 
cultural practices, improved and more extensive use of fertilizers, atid 
general modernization of agricultural practices ; and great improve- 
ments in the fisheries output, from the use of better gear, control of fish- 
ing in the interest of maximum production and better marketing. Ap- 
propriate research, extension, and educational facilities to help bring 
about these changes, and financial aid through the Agricultural Rank 
and the public works agencies of Greece, are recommended elsewhere. 
The great increase in commercial agriculture and in exports would in 
turn pay for increased imports of equipment, tools, grains, metals, and 
other goods and services needed by Greece to help raise standards of 
both production and consumption. 

(11) Despite the increase in agricultural land and output whicli 
can result from the activities suggested, Greece has many more people 
on the land than can be used there efTectively. To provide work for the 
under-employed rural population and buying jwwer for the increased 
production of farm products, a broad program of industrial expansion 
is recommended, to include great development in agricultural processing 
facilities of all types, largely under co-operative sponsorship; related in- 
dustrial processing at the next stages such as textile spinning and weav- 
ing, clothing manufacture, shoe and harness manufacture, refining of 
olive oil and extracting of essential oils for export ; the development of 
other industries suited to the country in international competition with 
production elsewhere, such as fabrication of simple metal j^roducts and 
tools, paper manufacture, printing, building materials, and probably 
synthetic nitrogen and other chemical industries; expansion in trades, 
services and professions, transportation, shipping and the merchant 
marine, wholesale and retail trade, service industries, hotels, restaurants, 
amusements, and recreational industries ; and a great expansion in 
tourist industries, including tourist hotels and other facilities. 

(12) This combined program of agricultural and industrial de- 
velopment, and of financial aid for that purpose, is recommended as a 
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loiig-rangc ol)jcctive over the next 25 years. Detailed suggestions and 
rccoinnicndations follow for aclicm by the Greek government and by 
FAO and other international organi 2 ations to implement this general 
program, 

(13) Stalciiicnt of princif'U's. The proposals of the Mission are 
based njion certain basic principles of effective economic and cultural 
development, which are set forth in Appeiulix H.’’ These principles may 
be summarized briefly as follows. 

(14) The development of the resources of any agricultural country 
should be undertaken with the main objective of raising the standard of 
living and jiroviding a healthful diet among the masses of the i>opula- 
tion. In order to do this, agricultural activity must be directed primarily 
towards the increase of production i)cr person. The economic phases of 
thir> development must be accompanied by corresponding developments 
in the cultural life of the comimtnity. This will avoid the danger of 
deviating from the main objective, that is. the welfare of the farmer, 
his community, and the nation as a whole. 

(15) An improved standaril of living can be obtained successfully 
only through the education of the individual so that he learns to rely on 
himself. Guidance attd training inspired by and based upon modern 
.scientific rc.search can result in spontaneous initiative and action bv in- 
dividuals and communities, whereas reliance solely on a series of direc- 
tives and regulations from above would result only in an unwieldy 
bureaucracy. Securing the proper balance between governmental leader- 
ship and local freedom for initiative and action can be helped by empha- 
sizing delegation of authority and decentralization of resjjonsibility in 
government activities, especially where technical and scientific tasks 
arc concerned. 

Immediate and Transitional Problems 

(16) Before Greece can start working toward these long-range 
goals, serious present difficulties must be faced. Many of these can be 
dealt vvith by vigorous action of the government and people, using re- 
sources already in the country or funds readily available. 

Recommendolion 2: The Immediale Food Shortage 

I he Mission recommends that the Greek government continue at least 
through the 1947 crop year an agricultural program with maximum 
emphasis on food production for direct human consumption, and 
continue bread rationing and other control measures to secure the 
most efTective use of domestic and imported foods. . . . 


* Omitted here. 
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(17) In planning farm programs for the 1947 crop year at least 
tire current world food shortage must be kept in mind. Immediate steps 
to dea[ with this shortage were discussed at FAO's Special Meeting on 
Urgent Food Problems at Washington in May 1946. Tins meeting n c 
omLnded that countries keep in force all war 

crease food output, especially of bread grams, potatoes, and milk rcg 
late or ration the use of food so as to restrict " 

minimum and to ensure equality m consump tionj ^ 

for livestock, and reduce as far as possible m 194/ the fccihn^ of coar 
trains corn barley, and oats to livestock, especially to meat amma s. 
Where existing control measures are not adequate for these purposes, the 
meeting recommended that nations strengthen or broaden them. 

(18) The long-range objective in Greece involve an eventua shift 
toward increased production of fruits, vegetables. I'vestock and live- 
stock products, and other protective foods, for commercial sale ^ 
consumption, with less emphasis than m the pre-x^ir 

produetbn in areas and regions not well fitted to efficen « 

these crops. Measures designed to encourage agricultural sh f s m these 
directions should not be inaugurated until the current world food er s s 
has eased, and until food and feed supplies are available again for im- 
port at reasonable prices. Farmers should be urged not to increase the r 
flocks and herds of grain-consuming aiumals. at least until more nea y 
adequate world supplies of cheap grain arc available. In addition efforts 
should be made to see that the fertilizer, manure, and water available i 
1947 are used primarily for food production and that their application 
on tobacco, cotton, melons, and other nonfood or luxury crops is dis- 
couraged. 


Recommendation 3: Alatnlaining Essential Imports ajtet 
VNRRA Ends 

It is recommended that the Greek government request the Economic 
and Social Council, and the governments of the United ° 

America and the United Kingdom, to aid it in securing funds for he 
continuation of essential food and other imports to cover the p 
after UNRRA’s withdrawal, until expanding exports. Internationa 
development loans, and expanding production enable Greece to i>ai 
ance its international accounts without special aid. 

(19) Present prospects arc that UNRRA food shipments to Greece 
will end during 1947. The Mission hopes that Internationa J 

Greece for reconstruction and development^ as recommended a cr, n 
be made by that time, and that a portion of these loans diirmg 
year or two can be used to pay for imported food and clothing or 
workers on reconstruction and new capital projects, as we as o 
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ported equipment.® If these and other international loans are not avail- 
able promptly and in sufficient volume. Greece will either have to draw 
so heavily for imports of essential foodstuffs and supplies, on her lim- 
ited foreign exchange assets as to imperil her international financial 
position, or else let her people, and especially her children, again go 
hungry or starve. In view of the 400 million dollars already invested by 
the Allies and the United Nations in the relief of Greece, and the prog- 
ress already under way in Greek agriculture and industry, the Mission 
believes it would he very unfortunate to let this progress come to a stand- 
still after UNRRA withdraws. 


(20) Means to continue aid for reconstruction and development in 
(ireece without any gap may he found in part by securing international 
devclopmem loans as recommended sid)scc|ucntly, and in part by se- 
curing loans or grants for tejniK)rary relief purjHjses. either from in- 
ternational organizations or from individual countries. . . 


Rccommendatiou 6: RehabHitaliou 

The Mission recommends that the Greek government 

(a) give .special emphasis to speeding the rehabilitation of the coun- 
try s most essential productive equipment, especially transporta- 
tion and communication facilities, repairs to industrial plants, 
and repairs to drainage and flood-control works ; 

(h) adopt a temporary program of citizen labor on the roads, partici- 
pated in by all able-bodied males, from country and city and also 
shapV-'^^ services, to put roads back promptly into passable 

(c) u.se portions of existing funds, especially from the unspent re- 
mainder of the 25 million dollar Export-Import Hank loan, to 
purcha.se at once essential equipment and engineering and other 
technical services to hasten rehabilitation; 

( ) push vigorously the purchase of war surplus equipment, espe- 
cially automotive equipment, and small and large ships, using 
promptly the credits already granted for these purchases ; and 


tivc ui^rr an independent estimate of the prospec- 

he P«>n.cnt.s. In ,hc report.s of Subcommittee III of 

the icmpomo Sulxomini>sion on Economic Rcconstniction of Devastated Areas of 

SociaY cZK‘il'‘'Jh/S^ Comnussion of the United Nations Economic and 

ba'ar^ce of payments for 1947 
4 ^ 72 to 136 Trillion U.S, dollars excliidtni; iniDorts for canitaf 

sidcAh[rio«'ir^^^^^ of prosp^tivc deficit run con- 

meric /„„s which .S ^ 

rcSIfcrrh* j— ary i may 

10 civmarr“‘'’“°"‘ ■' r"”m ot tacilitto 
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(e) in housing reconstruction, hasten the building of temporary slu’l- 
ters especially for the bombed villages, until permanent needs 
for shelter are clearer, and until larger resources are available to 
rebuild permanent housing. . . 


Recommendation 8: Inflation Control 

The Mission recommends that the Greek government act to prevent 
further inflation by taking the following steps : ... . 

(a) Consider the advisability of extending the use of rationing an 1 
price controls for scarce basic goods for a trmisitional period. 

(b) Adopt measures to speed and expand industrial production from 
existing plants, and to move the products to consumers without 

excessive merchandising mark-ups. . . 

(c) Speed the import of goods by advancing foreign exchange, withm 
the limits of that available, to co-operatives and co-ojicrative 
unions to buy products abroad and to distribute them to their 
farmer and consumer members at cost, aiding this program )y 

(i) providing funds for purchase of consumer goods, such as 
clothing, textiles, shoes, and foods where available, and 
simple producers’ goods, such as tools, pumps, fertilizer, 
repair parts, etc., and 

(ii) setting up permanent joint buying and selling othces ot the 
Agricultural Bank and the Confederation of Co-operatives 
at major World merchandise centers, to aid co-operatives to 
place orders for goods abroad. 

(d) Undertake at once to negotiate commercial or exchange arrange- 
ments for the exchange of goods with countries which spll have 
controlled foreign trade, pending the general resumption of freer 

foreign trade, . 

(e) Provide increased public supi>ort to expand co-operative collec- 
tion, processing, and sale of farm products, giving co-operative 
organizations equal facilities with those provided private enter- 
prises. 

(f) Reduce expenditures for military purposes as rapidly as increas- 
ing international confidence and increased reliance on the United 
Nations make possible. 

(50) The threat of more inflation, and the present very high prices 
of industrial products compared with those of goods that farmers sell 
hamper recovery in Greece and limit the production and export of 
tobacco, raisins and currants, olive oil, and other products. Eflfective 
efforts to control inflation are essential to establish stable conditions 


and to start on long-range programs. 


• Paragraphs 24-46 discuss in detail the damage done to railroads, transportation 
generally, housing, livestock, and industrial criuipmcnt, and the manner of ' 

tation. Recommendation 7 and paragraphs 47-49 relate to the problem ot vi g 
rehabilitation. 
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(51) Tlie effect of the shortage in industrial goods, and of the gen- 
eral inflationary situation, on the purchasing power of fanners can be 
seen from tlie prices for various products given in the following table. 
On the average, the prices of industrial products which farmers buy have 
advanced two to three times as much over pre-war prices as have prices 
which farmers receive from their products. These price relations in- 
dicate the critical need of checking inflation, increasing supplies of in- 
tlustrial products, and reducing their prices to correspond to tliose of 
farm pnxlucts. if agriculture and agricultural exports of Greece are to 
pro.sper again. 


Recouiineyidatiou 9: Restoration of Export Markets 

The Mission recommends that the Greek Government aid the restora- 
tion of export markets of tobacco, currants, and other products by 

(a) seeking to reduce internal prices by pushing vigorously the meas- 
ures alrea<ly recommended under Inflation Control; 

(h) reducing or removing production, sale, movement, or export 
taxes on export commodities: 

(c) managing the internal distribution of UNRRA supplies and other 
governmentally controlle<l products so as to ])rovide adequate 
sui)plie3 of industrial goods and production equipment to farmers 
producing export crops, especially at the time they are receiving 
funds from the sale of their crops; 

(d) providing special technical and financial assistance to farmers, 
farm co-oj>erativcs, and i rivate exporters to restore and improve 
the quality of export products and their processing and packaging 
for export requirements ; and 

(e) opening negotiations with the major United Nations purchasers 
of Greek products, to secure special consideration for those ex- 
ports, outlined in Recommendation 10. 

(52) Greece used to sell the hulk of her exports to Central and 
Eastern Europe, particularly Germany, and therefore faces great diffi- 
culties in re-establishing export movement. This difficulty is increased 
by the internal price disparities already mentioned. In addition, many 
Greek exports are regarded by the importing countries as deferrable 
luxuries rather than essentials. Prompt restoration of export sales is 
necessary for Gfeece to be able to stand on her own feet again. 

(53) In several of her major products, notably tobacco, currants, 
raisins, and citrons, exports from other countries expanded during or 
since the ivar. Greece’s prior customers were forced during the war to 
do without the Greek products, and the methods of manufacturing ciga- 
rettes in the United States were shifted to require relatively less de- 
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PRICES RECEIVED AND PAID BY FARMERS, 


IN VARIOUS REGIONS^ 


Item 


Wool (unwaslied ) , Crete 
Oranges, Peloponnesus 
Early potatoes, Crete 
Wheat, Peloponnesus 
Cheese, Peloponnesus 
Colton, Peloponnesus 
Average “ 

Export farm products 
Tobacco, Macedonia 
Currants, Peloponnesus 
Olive oil. Pclo|)onricsus 
Olive oil, Crete 
Sultanina raisins, Crete 
Average 


Jndustriol products bought by fartners 
Men’s undershirts, Peloponnesus 
Cabot cloth, Crete, per pic 
Cabot cloth, Peloponnesus, per pie 
Cotton drill, Peloponnesus, per pic 
Cotton thread, Crete, per oke“ 
Nails, Crete, per okc 
Chicken wire, Crete, per meter 
Farmers* boots, Peloponnesus 
Rope, Peloponnesus 
Cart wheel, Peloponnesus 
Farm cart 4-whccl 
Average “ 


Average Prices 

Multiple 

of 

Preii-ar 

Pr.-aur"* MayJuly 

Drachmas 

Drachmas 


ter oke 

per oke 


37 

4.500 

122 

4.5 

475 

106 

5 

450 ' 

90 

10 

1.300 

130 

60 

1.100 1 

183^ » 

24 

1,500 , 

i 

65 

110 

1 

> 95 

7.500 

79 

8.5 

1,200 

141 

38 

:\m 

153 

1 

' 30 

4.4.t0 

148 

1 16.5 

1.050 

64 


no 

1 Drechtnas ' 

; Drachmas 

Drachmas 

^ Per unit 

per unit 

per luiit 

10 

300 

300 

10.7 

3,750 

351 

17 

4.517 

266 

53 

12.300 

1 232 

1 120 

30.088 

251 

; 14.S 

6.000 

414 

1 22.5 

4,000 

178 

203 

, 72.000 

355 

36 

16.000 

444 

1.400 

1 450.000 

322 

7.000 

2.800.000 

400 
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pcndence on the Oriental types.'® Special attention is given to the prob- 
lems of tobacco sale and marketing organization subsequently. The 


•Data collected by the Mission from fanners, co-operatives, and dealer.^, May 

^“The prewar value of the drachma is calculated at 120 to the dollar; the post- 
war, 5.000. 

” Geometric average of relatives, unweighted. 

’•A pic is .62 meters; an oke is 2.82 lbs. 

’*"1W is obviously wrong. The correct figure is 18 . 3 — Autrmr. 

« Certain types of aromatic tobacco originally grown m Turkey, ano now 
grown generally in Turkey, Greece, Bulgaria, and other eastern . 

countries, arc known as Turkish OrienUl type tobacco. In order to . 

tobacco from Oriental type tobacco actually grown m Turkey, this tobacc 
Oriental tobacco throughout this report. 


298 


ECONOMIC PLANNING 


discussion here will l>e limited to problems which are common to all 
Greek export products. 

(54) As already shown (table above) prices of export farm prod- 
ucts have been lower than those of domestic farm products, and much 
lower than prices of industrial products farmers buy. In consequence, 
farmers are reluctant to sell their products. They hold back storable 
products .such as tobacco and currants, hoping for better prices. In some 
cases (such as cotton or. in some areas, high quality tobacco), farmers 
have reduced acreage of export crops because of inability to make a 
living under present price conditions. 

(55) At the same time, the general price level in Greece has 
advanced far more than exchange rates have declined. Whereas the 
exchange rate agaitist dollars has gone up from 120 drachmas to 5,000, 
or 417 times, the general price level in Greece has increased about 145 
times, ^\’hen prices in Greece arc compared with those in the United 
Kingdom and the United States, converted to dollar equivalents, they 
apjwar as shown in the following table. 


WHOLESALE PRICES 

All Commodities in Greece, United States of America, 
and United KiiiKdom— Pre-war and 1946 (Converted 

to Dollars) “ 

Unilcd rnitfd 

. Stales Kimjdam Greece 

9 -:^ 100 100 

1946 (July) 161 157 348 


(56) While this extremely high price level in Greece is due in part 
to war-caused shortage of goods and increases in transportation costs it 
IS nevertheless one of the difficulties which blocks full resumption of 
export sales, by making prices for tobacco, currants, or figs that seem 
ridiculously low to Greek farmers (in drachmas) seem prohibitively 

high to foreign buyers in the United States, the United Kingdom, and 
other countries. 

(57) Other difficulties that impeded the free flow of exports in 1945 
and 1946 were the poorer quality of many Greek products owing to war- 
time destruction of facilities, shortages of containers, loss of skill, and 
wartime lowering of standards of sorting and packing. The internal taxes 
m Greece, such as the tobacco sales tax of 20 per cent, and import and 
export municipal taxes or port charges on other products, widen the 
price gap between farmer and foreign purchaser. Difficulties in finan- 
cing the movement and processing of the crop between farmer and ex- 
porter^ in tobacco) result in the supplies not being in position or 

U.k" ^ 72 !" Grecc? country’s own currency (1939 = 100): U.S.A,. 161;. 
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condition for exporters to buy. Shortage of internal transport facilities 
and of ocean shipping make it difficult to move products. All of these 
supplementary difficulties, if recognised clearly and attacked elTcctivcly, 
can be overcome in time. The immediate and most fundamental prob- 
lem, however, is that of price disparities. 

(58) It is suggested that the price disparities can be corrected by 
action along two lines. First, increase commodity supplies in Greece by 
speeding the purchase abroad and sale in Greece of foreign goods and 
expanding prcKluction in existing Greek industry, by the methods al- 
ready recommended, and reduce prices of industrial products relative 
to farm products. Second, after the free flow of foreign goods into 
Greece has been re-established, set the permanent exchange value of the 
drachma at a level that will help bring internal prices in Greece into 
proper balance with world price levels, both for export and import 
goods. The adjustment, if any, should of course be made in constiltation 
with the International Monetary Fund. 

(59) Correction of the existing disparities between prices of ex- 
portable farm products in Greece and price levels abroad, and between 
prices of those farm products and prices of industrial products in Greece, 
are key steps in the restoration of Greek export trade. Until effective 
steps are taken to correct these disparities, normal exports and itnports 
will he impossible. 

Recommendation JO: Special Consideration by Allies for 
Greek Exports 

It is recommended that 

(a) the Greek government request the major allies of Greece in the 
last war to give special consideration to the need of Greece for 
the re-establishment of her exports, and give Greece special con- 
sideration, especially as compared with nations which were neu- 
trals or enemies in the war, in devising their programs and plac- 
ing orders for imports for 1947 ; and 

(b) the occupation authorities for Germany and Austria give special 
examination to the import of Greek products, and at the earliest 
date possible permit at least a partial resumption of trade or ex- 
change between Greece and those countries, especially with re- 
gard to tobacco exports. 

(60) Greece can export not only tobacco, currants, raisins, citrons, 
figs, olive oil, and wine, and other dry or preserved products, but also 
nuts, grapes, melons and other fresh fruits. For example, fresh grapes 
from Crete could help satisfy the craving for fruits of western European 
countries where fresh grapes are selling at from three to twenty times as 
much as in Cretan markets . . . . 


"Paragraphs 61-83 and Recommendations 11-14 deal with utilization of water. 
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Long-Range Objectives for Agiicultural Development 

t84) Roconmieiulalion 1 and |>aragraphs 10 to 15 sketched in broad 
outline the general goals and programs recommended for the develop- 
ment of Greece. This section considers some of the basic policies de- 
sirable in that long-range development. 


Recommendafiov 15: Greece's Place in an Expanding 

World Economy 

I he Mission recommends that the long-range programs for the agri- 
cultural development of Greece should be ba.sed upon the assumption 
that there will be ati expanding world economy, including an increas- 
ing itUerchangc of Greek products with the rest of the world. 

(85) Hccause of limited natural resources, heavy population, and 
past economic development, Greece is far more dc|)endent upon general 
worl(l-wi<lc prosperity titan arc most nations. Not only is one-quarter of 
all Iter consumable goods derivetl from imjxtrts. but also three-quarters 
of her exports are of a luxury type. The Greek economy is subject to 
violent derangement if economic crises or wars reduce the purchasing 
power of her customers abroad. Past autarchic efforts to make the Greek 
ccoiKimy more self-subsisting, both in the 1930s and during the war. 
resulted only in reducing the country’s overall productivity and increas- 
ing its poverty. Co-o|x?ration with other countries in expanding inter- 
national trade, and emphasis on products be.st suited for production in 
Greece, can materially improve the output of the country. The Mission 
has as.sumed that the United Nations will press forward vigorously with 
international and national efforts to cst.ablish a secure, prosperous, and 
cxi)anding world economy. Only on the assumption that such efforts 
will succeed can Greece carry through rational or far-sighted long-term 
plans. 

Recommendation 16: Larger Output per Farm Family 

The Mission recommends that lojig-range programs stress means to 
increa.se the volume and value of farm output per family, by 

(a) raising the acreage of land cultivated per family ; 

(b) bringing more land under irrigation; 

(c) increasing the production of intensive crops, especially on irri- 
gated lands ; 

(<1) improving crop and livestock output through better practices as 
recommended elsewhere in this report ; and 
(e) extending the use of machinery and increasing the size of farms, 
especially m general-crop farming in dry-land regions. 

(86) Farmers in Greece are poor because they have little land per 
family compared with most other countries, and because they generally 
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produce relatively little per acre on the land they have. On the average, 
the cropland per person on farms is only 1.31 acres in Greece — about 
the same as in India — as compared with 2.45 acres in Rvimania. over 3 
acres in France and Germany, an<l 4.6 to 6 acres in the Lnited Kingdom, 
Sweden, and Denmark. At the same time, the average yield in Greece of 
grain crops — 13.5 bushels per acre — is only one-half to one-third of the 
average yield in most countries of Europe, and is little higher than the 
average yield in India. Increase of agricultural jiroductivity in Greece 
must therefore look toward both increasing the land available, and 
raising the output per acre. 

(87) Better control of water, including irrigation, drainage, and 
flood control, can increase cultivated land acreage, and materially im- 
prove the productive capacity of the land. This will make possible the 
further development of intensive agriculture, yielding products for ex- 
port as well as for expanded domestic consumption. Irrigated land not 
needed for intensive cash crops may be used for an intensive livestock 
industry based upon irrigated hay. These developments will require the 
fullest utilization of improved agricuUtiral production practices, as 
recommended elsewhere. 

(88) The low productivity of Greek agriculture is directly responsi- 
ble for tlie chronic low nutrition of the Greek population. Before the 
war, the people of Greece were chronically underfed. Not only was 
total energy and protein seriously short of needs for good health and 
growth, but the quality of the diet was inferior in several respects. Most 
of the nutrients came from vegetable sources, and consumption of dairy 
products, meats, and other foods high in protein and in several essential 
vitamins was far below that in most European countries. Only a high 
consumption of fresh fruits and vegetables, much higher than in most 
European countries, served to help balance the diet, csi^cially in these 
scarce nutritive factors. Increased agricultural production in Greece, 
provision of more land per farm family so that greater arc-is will be 
available for the production of livestock and livestock products after 
the basic food needs of the farm family are met, and increased foreign 
exchange to import more bread grains and livestock feedstuffs, are all 
basic to improving the quality of the average diet in Greece. 

(89) Even with the fullest possible development of irrigation and 
of intensive agriculture, however, the agriculture of Greece cannot pro- 
vide profitable employment for all the people now living on the land. 
In dry-farming regions such as the Thessalian and Macedonian plains 
or the Mesara Valley of Crete, introduction of modern machinery and 
consolidation of existing small holdings into fewer but much larger 
farms, along with better production methods, would make it possible 
to raise output and income per family so satisfactory levels, but would 
involve a great reduction in the number of families which could be 
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supported from f.-irming in those regions. Even dry-land production of 
grapes and olives could be made more eflicient and profitable by the 
introduction of suitable eejuipinent and machinery, improved practices, 
and a shift to larger acreages per family. In mountain districts, where a 
large population is now dependent uj)on a small and depleted grazing 
and forestry area and very limited cropland, even larger reductions in 
rural population would be needed if the remaining people were to make 
a decent living on the land. 

Rcconuucndatiou 17: Enlarged 0{)f)oriunities for Nonfarm 
Emfdoy ment 

The Mission recommends 

(a) that the agricultural programs be based upon the assinuption 
that op|)ortunitics will be offered in nonfarm occupations for an 
increasing proportion of the population ; and 

(b) that the Greek government encourage, through all the short-term 
and long-term measures at its command, and throtigh such co- 
operation as it can obtain from international agencies, the fullest 
and most ra()id development possible in industrial, commercial, 
recreational, tourist, an<l other nonfarm occupations and employ- 
ment. 

(fX)) Even on an optimistic estimate of the fastest possible progress 
in irrigation and iti farm production practices, Greek agricultural re- 
sources will still be insuflkient to provide u.seful work or satisfactory 
standards of living for a considerable proportion of the people now de- 
pendent on agriculture. In addition, there arc many unemployed or only 
j)artially employed people in the cities and towns. As agriculture de- 
velops and more improved and labor-saving machinery is introduced, 
oppcirlunily must be provided for many of the families or workers to 
shift from fanning to nonfarm industries as their main basis of support. 
Over a considerable term of years, the proportion of the workers in 
Greece dependent upon agriculture might be reduced front the present 
level of about 60 per cent to *40 per cent or even lower. 

(91 ) Greece has large opportunities for greater industrial develop- 
ment, and for a resulting gradtial increase in the proportion of her 
workers engaged in industry and other nonfarm work. It was not the 
task of this Mission to investigate such industrial opportunities in de- 
tail, or to explore measures for stimulating their more rapid develop- 
ment. In view of the urgency of rapid expansion of opportunities for 
nonfarm employment in Greece, however, comments on possibilities in 
this field have been included in paragraphs 46 to 58 of Appendix I, and 
certain suggestions for general action helpful towards both agricultural 
and industrial development have been included in the Mission’s specific 
recommendations. 
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Recommeudatlou 18: Gradual aud I'ohintar) Shifis 

Tlic Mission rccomtnends that the shifts proposed in this section — to 
more intensive agricultnre, to larger farms, and from farming to utlu r 
industries — be brought about by voluntary action of the in<livi<lnals 
concerned, with public agencies helping to provide (*piK»rtiinities atid 
instruction for tlic new lines of wt<rk. but leaving individuals and 
families free to decide their own course of action for themselves. 

(92) Readjustments between agriculture and industry should be 
both gradual and voluntary. The long-term proposal of a gn at expan- 
sion in industry and a material reduction of numbers in agriculture 
docs not imply arbitrary transfer of populations from farm to cit>'. or 
compulsion i)y the government oji any individual worker or family to 
make the shift. On the contrary, stimulation and aid to expanded and 
new industries in villages, towns, and cities can create employment op- 
portunities which in turn will attract workers from the farms. .\s non- 
farm opportunities increase, more and more families will find they can 
!)etler themselves by giving up farming and turning to industry. In 
other cases, some members of the family will shift, leavitig ntore land 
available for those who continue to faritt. As some families give up 
farming entirely, the land they leave can be rented or bought by their 
neighbors, giving them larger acreages and better incomes. Loans for 
new wells, pumps, machinery, livestock, and better seeds and fertilizer, 
and expansion of irrigation and flood-control projects will enable those 
who remain on farms to improve their methods, increase their irrigated 
areas, and produce more per acre and per family. In addition to loans 
and public works for water and power, public agencies can assist these 
shifts by providing technical information on improved agricultural and 
industrial methods, practices, and opportunities, both in agriculture 
and in industry. Public agencies also can provide vocational e<lucation. 
both agricultural and industrial, to aid the coining generation to take 
advantage of the new opportunities, and can provide corresponding 
adult education through night courses or special training schools to 
enable older people to improve their status. 

(93) In these ways, the great shift toward more induslr)- and better 
agriculture can be carried out on a fully voluntary basis, each worker 
and growing youth being left to judge for himself what it will jjay him 
best to do, yet being provided opportunities, training, and information 
which w'ill help him choose wdsely. The people of Greece are by nature 
individualistic and impatient of rigid controls. They arc shrewd and 
ambitious, wdth a strong urge to better thennselves. Many have a great 
desire for education, and willingly suffer severe privations to give their 
children a better start than they had themselves. Yet the Greek people 
are tenacious of their w'ays, and have maintained their own ancient 

20 
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language and culture through centuries of rule by foreigners. Demo- 
cratic and v(jluntary methods of future development, rather than com- 
pulsory dictation nr direction, arc in keeping with these ccnturic.s-old 
cliaracteristics of the Hellenic temperament. 

Long;-Raiigc K.lFccts of Industrializalioti of Farm Life 

(‘>4) If the ktng-rangc program for the improvement of agriculture 
and the e.xpansion of industry is vigorously carried through, great 
changes w ill be possible in conditions in farming villages and in the 
life of farm people. Rural electrification can gradually be extended, lea<l- 
ing to greater use of electrical equipment, pumps, and supjilics. As farm- 
ers gain in prosperity and depend more on machinery and internal com- 
bustion and electric motors, and less on human labor, their children 
will be able to continue longer in school, an<l schools can be improved. 
Water can be pijied into village homes. More farm families can afford 
to have their bread baked in a community or village bakery, their 
clothes washed by machines in a village laundry, their fuel supplied by 
lignite, oil, or electricity instea<l of burning manure, their cloth and 
clothing bought factory-made insteatl of home spun, their cheese made 
in a co-operative factory instcatl of at home. The hours .spent on the 
long trip out to the fields can be saved by most workers (except the 
herders needed to drive out the livestock and <lraft animals') using a 
community truck or Inis. 

(95) The labor rc<|uire<l for plowing, cultivating, spraying, har- 
vesting, and threshing can he reduced greatly by the use of community 
tractors and other machines. In these and other ways, the time of men 
can be saved for handling more land, while the farm women can he 
freed from the prc.sent back-breaking and endless jobs of field work, 
hoeing or harvesting, water-hauling, washing, baking, spinning and 
weaving, atul walking hours each day to the fields and back. Mothers 
will have time to feed their families better and to give their children 
better care. Farmers and their wives will have time and encrg>’ to take 
advantage of adult evening clas.ses to complete their primary education, 
to iinjirovc their technical and general cultural knowledge, and to par- 
ticipate actively in co-operatives and other community organizations — 
and even have time and resources for occasional trips to the city or ex- 
cursions or vacation trips to the mountains and the sea. Farmers will he 
able to enjoy life as consumers and as citizens, to participate in the good 
things of life as well as laboring as producers to turn out the basic raw 
materials. 

(96) Achieving these attractive goals will not be easy. Many tradi- 
tional ways of doing things in the villages will need to be changed. Many 
jicople will have to study and work hard, and take chances in risking 
their savings or in changing their careers to make tliese good things 
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come true. Multitudiimus hardships and difficuliies must be faced ; many 
problems must be solved. With far-sighted national leader^hip. vigorous 
international help, and a long period of growth and development, all 
this can be attained. . . 

Measures for Genera! Lconomit ami 
Industrial Development 

(267) The long-range program di.scussed in the previous pages 
means pushing vigorously on two policies Greece has followed hereto- 
fore: a policy of industrialization, which was dominant in the latU-r 
part of the nineteenth century, and a policy of improvement an<l ex- 
pansion of agricvilture, which has been dominant in the twentieth, ef- 
fective carrying out of l)olh these policies can transform (Greece, within 
the next generation, from an overpopulated country with 60 per cent of 
its workers on farms and with a very low per caput income, to one with 
less than 40 per cent of the workers on farms, far higher output and 
standards of living for both farmers and city people, and a real national 
income at least two to three times its present size. 

(268) To achieve these results woukl recpiire a great expansion of 
commercial agriculture and of industries producing products for export 
and for home consumption: great increases in foreign trade, both ini- 
I>orts and exports, especially with countries of Europe that can use the 
products of intensive Greek agriculture: and a shift away from the pro- 
duction of products, such as cereals, which arc ill adapted to main- 
sections of Greece and which can be obtained more cheaply from 
abroad. Both farms and industries would need modern practices and 
modern machinery', adapte<! to conditions in Greece, to increase the out- 
put per hour of labor. In adilition. a small part of the present pressure 
of the unemployed i)opulation might be relieved by expanding oppor- 
tunities, for those who wish to move, for emigration to other countries 
with undeveloped resources or manpower shortages. 

(269) For such a program to succeed, it will be necessary not only 
to develop water and iiower resources and improve the technical and 
educational services to agriculture, as already recommended, but also 
to modernize the institutions of government and economic life. The 
following recommendations are made with these ends in view. 

Recommendation 79: Improvement of Education 

It is recommended that the Greek Government act vigorously to im- 
prove general education throughout the country, eliminate illiteracy, 
and develop special training programs to fit unemployed workers for 
employment in expanding industries. 

“ Paragraphs 97-266 and Recommendations 19-78 treat of measures to im- 
prove technical agriculture, economic measures to improve agriculture, and fisheries. 
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(270; I he United Nations Educational. Scientific, and Cultural Or- 
ganization is concerned especially with the improvement of education 
and may be in a |>osition to assist the Greek Cjovernmcnt to devise 
measures needed in this field. 


Rrcommcudatioii SO: Exfmusion of Induslry 

It is reconiincnflcd that in co-{)pcration with appropriate international 
organizations, the Cireek government develop technical and financial 
assistance to si>ee<l industrial expansion and improvement parallel to 
tliat recommended in this rejM'rl for imjiroving agriculture. 

(271 ) Both the Economic and Employment Commission of the Eco- 
noniic aiul Social Council and the proposed International Trade Or- 
ganization, should eventually he in position to provide assistance along 
the hues recommended. In addition, the International Bank for Re- 
construction and Development might itself tlevclnp a technical engineer- 
ing and industrial staff which would he able to provide some assistance. 


Recotnmeudaliou SI: Emigration 

It is recommended that the Greek Government explore the possibility 

1 I 1 ^ e unemployed jiopulation to some extent 

by developing greater opportunitie.s for emigration of some persons 
to other countries where there are manpower shortages or undcvel- 
ope<l resources m need of workers, through direct negotiations with 
the countries concerned and |>ossihly with the co-operation of the Eco- 
nomic and Social Council of the United Nations 


(272) 1 here is a shortage of manpower in many parts of the world, 
nichidmg some countries of Europe, the Middle East, and the Americas, 
i lany Greek workers are skilled in intensive agriculture, masonry and 
other construction crafts and small indtistries. and merchandising. Ad- 
mission of these workers and eventtially of their families would help 
the countries receiving them to develop their resources and aid in re- 
lieving unemployment in Greece. 


Recommendation S2: Imfnovement of Health 

hs nrrscnt'eZl':' --^nd extend 

seek die all o?V n^alana and other chronic diseases, and 

-itk the aid of appropriate international institutions to this enc|., 

ski,/fn^\ of Greece have suffered in the fjast from malaria, 

skin infcst^ations. and other chrome diseases which shorten life and 

thrNeaT’ F‘'*rF ■ Progress has been made with the help of 

Near Hast Eoundation and more recently with that of UNRRA, 

with DDT mosquitoes and household jists 

uith DDT. The new World Health Organization will be in position to 
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provide continuing international advice and assistance. \’igorous con- 
tinuation and enlargement of such efforts to control disease constitute 
an essential part of a broad development program. 

Recommendation S3: Reform of the Civil Service 

The Mission recommends tint the Greek government i)ut into effect, 
by a series of gradual steps, a reform of {)u!)lic em[)loymenl and civil 
service, to include the setting up of a strict merit system, reduction in 
the number of employees with insufficient work, the ending of political 
interference in the appointment to discharge of civil servants, the 
raising of salaries to living levels commenstirate with incomes for 
similar work in other occupations, improvements in efficiency of gov- 
ernmental administrators, an<l the establishment of citizens’ advisory 
boards. The Greek government should consult with, and use the as- 
sistance of experts from the proposed United Nations Advisory Mis- 
sion for Greece in workitig out the successive measures needed to im- 
plement this reconmiendation. 

(274) The measures proposed in this report will place greatly in- 
creased responsibilities on the public officials of Greece. They will have 
the respon.sibility of handling large funds atul making important <lc- 
cisions for public development projects. They will have considerably 
increased responsibilities, in finance, in buying and selling, and in the 
Agricultural Bank. They will have important new responsibilities for 
public leadership in their work in research, education, and extension. 
Specialized training will be needed for many of these posts, requiring 
additional years of formal training and experience to acquire the neces- 
sary expertness. Complete integrity and unquestioned devotion solely to 
the general public welfare must be characteristic of the entire public 
service, so that there can be no charge or even suspicion of favoritism 
or graft in carrying out the.se activities so important to farmers and the 
entire nation. . . 

Recommendation 84: Reform of Taxation 

The Mission recommends that the Greek government adopt a policy 
of reforming its tax system, with the objective of shifting as rapidl) 
as possible from taxes which bear heavily on low-income fanners and 
workers toward more emphasis on taxes which bear on those belter 
able to pay, such as taxes on income, inheritances, property rents, 
luxuries, etc. 

(278) As a result of inflation and the great shifts of income in 
Greece, the Government was forced to place more reliance on indirect 
taxes, so that present Greek taxes fall heavily on poor people, and far 
less heavily, in proportion to their income, on the well-to-do. The Mis- 


^ Paragraphs 275*277 spell out the manner of improving tlic civil service. 
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sion l)elitves tliat a rclurn to greater cmpliasis on taxes which hear more 
licavily on those best able to pay is essential to the success of the broad 
program of development it is recommending. 

(279) The present system of taxation in Greece is very complex. 
There are taxes on production and consumption at all levels, including 
export taxes on farmers’ sale of tobacco, wine, and oil; local ta.\es on 
movements of farm or manufacture<i products out of, or into, industrial 
towns, cities, and ports; taxes on retail .sales of cigarettes, wine and 
spirits, and gasoline and kerosene; import duties; and large monopoly 
profits on salt ami matches. 

<280) Although there are some taxes on profits, rents, and real 
jjioperty, such direct taxes yield only 15 per cent of the current national 
ordinar)- revemtes,*'' while ettstoms, excise, commodity, public monopoly 
revenues, and other indirect taxes make up the balance. In addition, 
most local revenues come from commodity taxes. Over four-fifths of 
the total tax revenues thus come from taxes which cither reduce income.s 
to producers (especially farmers), or raise costs to consumers (mostly 
farmers and low-income city workers). Less than one-fifth of the taxes 
is of the type that bears primarily on well-to-do persons receiving large 
incomes. 

(281 ) Present taxes reduce f>roduelion. By taxing almost every step 
in production, transportation, and trade, the difliculties Greece faces 
are intensified. Instead of encouraging each region to specialize in pro- 
ducing the products for which it is best suiteil, production and inter- 
change is ma<lc tlifticult and expensive. A substantial p;irt of the pros- 
perity of the I^hiited Slates of America is due to the fact that products 
am move throughout the country without paying any internal ta.x or 
duty on their movement. The best use of the resources of Greece is 
gravely limited by its archaic an<l anachronistic taxes. 

(282) l lic tax structure is responsible, in part at least, for the pres- 
ent exceedingly imcfiual distribution of wealth and income in Greece, 
far less equal than that in more highly industrialized countries. In every 
part of the country, the great majority of farmers are poverty-stricken 
and destitute. City factory workers or public employees, earning mostly 
not more than 5.(X)0 to 10,000 drachmas a day, are not in much better 
shape. Yet it is on these two classes, farmers and low-income city 
workers, that present taxes fall most heavily, for they make up over 95 
per cent of the impulation. 

(283) At the .same time that this widespread poverty exists, the 
stores are full of all kinds of goods at high prices, and the restaurants 

‘"Memorandum of the Greek Goi-cmmcnt to the Temporary Sub-Commission 
on Economic Reconstruction of the Devastated Areas (Economic and Employment 
Commission, Economic and Social Council of the United Nations). Part II (Lon- 
don, .August 26, 1946), p. 50. 
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are thronged with well-dressed people, enjoying the good food and 
wine, who live very comfortably despite the poverty all aroiiiul them. 
Yet the tax burden falls on them far less heavily in proportion to then- 
incomes than it does on the low-income farmers and workers. 

(2«S4) Increased production niiist he balanced by increased noi- 
snniption. Over the long period, it will <lo no good to increase Cireek 
farm and factory production unless the increased production can bo 
moved into consumption. It wi'l not pay farmers or businessmen to ex- 
])and the output of Greek farms and factories unless (ircek citizens can 
buy and jtay for the increased supplies. A program of expansion in 
Greek production backed by foreign loans will not work tmless the 
loans and investments arc accompanied by reforms in the Greek system 
of taxation. 

Recommendation 83: Procedure in Tax Reform 

It is therefore recommended that the Greek govennnent undertake to 
put into effect, by a series of gradual steps, reforms in its tax systein 
to make it less regressive, and more like that of the United States of 
America and the United Kingdom, and other dcvelo|)ed countries. 

(285) While the Mission is not qualified to state the precise taxes 
which should be abolished, reduced, established, or increased, it be- 
lieves that the changes should be in the direction of abolishing entirely 
all export taxes on commodities, and all internal local movement or jwrt 
taxes on the production, shipment, or sale of commodities within or be- 
tween any part of Greece, of greatly lightening the dependence on im- 
port duties and on internal revenue taxes such as those on cigarettes 
and wine, and on public monopoly profits on salt and matches ; of 
greatly increasing the dependence on profit, income, inheritance, and 
rent taxes ; and of covering local expenditures from such national taxes 
or from parallel local taxes of the same type as those recommended.'® 


*• Pending tlic time that Greek bookkeeping and accounting methods arc nnxl- 
ernized sufficiently to make collection of profit or business income taxes practicable, 
some progress toward progressive taxation might be made by expanding dc[K:ndcncc 
on various types of luxury taxes. For example, taxes might be imposed on res- 
taurant meals somewhat as follows (under existing price levels) : 


Cost of Afcal Including Sen'icc 
Under 4,000 drachmas per person 

4.000 to 7,500 

7,500 to 10.000 

10.000 to 15,000 

Over 15,000 „ I, 


Tax OH Entire lUU 
0 per cent 


10 

15 

20 

25 


If 

tf 


Similar progressive taxes on other luxuries — amusements, jcw’clry, cxiicnsivc cloth- 

jj,g at similar progressive systems of rates would help place the tax burden on 

those who can best afford to pay. 
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(286) The detailed changes in the tax structure should be worked 
out by the (Sreck government in consultation with, and with the advice 
of. the fiscal and financial experts of the United Nations Advisory Mis- 
sion to Greece rccoinincnded elsewhere in this report. The Greek gov- 
ernment arul the experts of the United Nations Advisor^’ Mission should 
make joh>t studies toward putting these recomntendations into effect. 

(287) In the past, earnings of Greek citizens from foreign opera- 
tions have often largely escape<l taxation by the Greek government. This 
has been notably true of incomes derived from the Greek Merchant 
Marine, Special efforts should be made to devise methods to ensure that 
those citizens who benefit from the protection of the Greek flag and 

laws p.iy their proper share </f the costs of operating the govern- 
ment, . . 


Iiulustrinlization in Sonic Detail-' 

Possibihlics for Industrial Development 

(43) Greece is primarily agricultural, and up to the war niral area.s 
were always the dwelling place of the surplus population. At present, 
however, due to influx from ruint<l villages and towns, the metropolitan 
centers are greatly swollen above jire-war totals, and there is heavy un- 
employment. If Greece is eventually to provide effective employment for 
the many thousand farm families not needed to operate her fanns ef- 
ficiently. and for the unemployed labor already iti her cities and towns, 
there must he a great expansion of activity and emplovment in other 
occupations. New and cxpandc<l food aiul other processing, manufac- 
turing. and mining industries can provide the basis for this increase in 
einploymont. At the same time, expanded production or income in agri- 
culture will provide more products to handle and process, and create ex- 
panded demands for clothing, farm and home equipment, medical 
services, and other city products. Expansion in nonfarm activities— 
transiKirtation and communications, wholesale and retail trade, building 
and construction, jirofcssional and personal sen-ices— can provide ef- 
fective and viscful work for a much larger number of workers. Produc- 
tion in agriculture and m imlustry should cxi>and at the same time with 
expanding import and export trade. That will mean that existing con- 


tst 


From Appendix I. 
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cems grow to do much more business, while many new concerns will be 
established and will succeeel. -Many more proprietors, managers, ac- 
countants. operatives and mechanics, and all other industrial and cm- 
mercial occupations will be needed, with corresponding opportunities 
for useful work and careers. 

Manufacturing Only One Fart 

(44) The extent to which industries other than majuitacturing can 
help provide new nonfarm employment may be illustrated by data for 
Greece. France, and the United States of America. These give the distri- 
bution in each country of the workers engaged in gainful employment. 
(See following table.) 


PRE-WAR DISTRIBUTION AMONG VARIOUS INDUSTRIES 
of Each 1,000 Workers; Greece, France, and the Uniicd Slates of America 


Catcfjorics 

1 Greece 

Prance 

1 U.S.A. 


1 

J/>00 

1,000 

\ s,ooo 


tvorkers 

'■ workers 

workers 

Agriculture and forestry 

600 

1 ^ 

\ 354 

186 

Fishing 

6 

1 3 

2 

Mining 

3 

1 

21 

1 

20^ 

Maiuifacturing and cotistructioii (factory ^ 

178 

330 

280 

and arlisans) 

Tran SIX) r tat ion 

1 44 

38 

69 

Trade 

77 

114 

1 167 

Finance 

10 

13 

! 32 

Personal services (hotels^ laundry, cleaning, ' 

24 

41 i 

98 

barbers, domestic servants, recreation) ^ 

Professional sendees (medical, engineering, i 

40 

30 

73 

legal) 

Public employment 

Other and unspecified 

18 

56 

39 

34 


(45) There are many different lines of useful nonfarm employment 
in a well-developed modern society. Out of every 100 workers in non- 
farm occupations, 45 arc working in manufacturing in Greece, 41 in 
France, and 34 in the United States. Apparently, for every 10 men for 
whom new jobs are made in manufacturing in Greece, at least 1 1 others 
can be absorbed in new jobs in other related nonfarm employment, and. 
possibly eventually as many as 20 men. 

Opportunities for Manufacturing 

(46) While it is not the province of the present Mission to recom- 
mend specific industrial developments, some comments on the apparent 
possibilities may be suggested. 



ECONOMIC PLANNING 


312 


[ Processing Industries ] 

(47) 'riicre is obvious need in Greece for immediate increases in iii- 
<lu.stries lo process domestic farm prtiducts. Cheese factories, cold stor- 
iige plants, improved cotton gins, wineries, olive oil pressing plants 
and refineries, oilsee<l pressing plants, canning plants for vegetables and 
fruit, vegetable and fruit packing plants, potato dehydration plants, and 
tanneries are needed now in many villages and towns, and would ma- 
terially increase the value of the local production. Grain-drying plants 
ami caroh-processing factories arc needed also. As agriculture develops 
along the lines recommended elsewhere, still more such plants will be 
necdeil and. in addition, other plants for evaporating and canning milk, 
for slaughtering livestock, processing meat, and for sorting, packing 
and possibly freezing fruits and vegetables for export shipment. 

(4cS) Cotton and silk weaving and spinning mills can be further ex- 
panded. and likewise the manufacture of clothing. This, with the wider 
introduction of woolen spinning and weaving mills and of woolen cloth- 
ing manufacture on a mass production basis, should make it possible 
for workers ami peasants to buy ready-made clothing at reasonable 
jiriccs and so partially remove from the village home one of the many 
jircsent arduous tasks of the women. Refining and processing of olive 
oil and otlicr oils, bottling of refined oil and olives, and production of 
an improved olive oil soap, all may offer opportunities for more valu- 
able products and expanded exports. 

[ Building Materials ] 

(49) There arc already .i considerable number of sawmills and 
woodworking jilants. brick, tile and lime kilns, anti some cement fac- 
tories in Greece. Over the very long pttll, restoration of the forests, as 
recommended elsewhere, may provide more raw material for fuel and 
lumber. Meantime, imported logs might serve as a basis for expansion 
of the woodworking industries, especially at port cities, including mill- 
work (tloors, windows, staircase.s, etc.), plywood, and possibly even pre- 
fabricated parts for houses of wood or metal. Native gypsum offers 
opportunities for wallhoard for low-cost housing. Cement is already man- 
ufactured at several points, ani Ccin be turned out in quantities above 
current demands. Tremendous quantities are needed both for permanent 
surfacing of main highways, and for rural and urban housing. If costs 
aiul selling prices are brought down to reasonable levels, which may in- 
volve both near-ca|)acity output and the use of imported oil or coal at 
port cities, and if funds for housing and construction arc made avail- 
able, the consumption of cement can expand very greatly, and provide 
many more jobs in construction. With the abundant local supplies of 
sand, gravel, and stone, the manufacturing of concrete blocks also may 
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prove profitable, to provide an inexpensive material for binldinji in- 
<lustrial buildings and dwellings ([uickly and with relatively Intlc labor. 
Cement and asbestos can also be used to produce a light iraveriino-like 
■wallboard. which might prove \cry useful in Greece. 


[ Fuels and Power ] 

t50) Greece is poor in fuels; and imported oil, gasoline, and coal 
constitute one of her heavy foreign expenditures. Greatly expanded 
production of hydroelectric power, as recommended elsewhere in this 
report, offers ine.xpensive power both for industrial development aiKl 
for increased farm and consumer use. There are substantial supplies <»i 
lignite in certain regions, and these should be more generally burned, 
especially in the plains villages where manure is now used largely for 
fuel. Manufacture of stoves, specially designed to burti lignite cfhciently, 
and proper drying of the lignite, would both provide employment and 
facilitate the use of lignite. Plans have been dcvekjpcd to produce nitrog- 
etious fertilizers by the use of lignite. Further technical study of this is 
needcrl to determine its economic feasibility. Production of electricity 
by burning lignite at mine mouth may, in certain areas, be economical 
and provide stand-by power needed to supplement hydro-electric power. 

[ Metal-Working Industries ] 

(51) Lack of coal has thus far made possibilities of pig-iron and 
steel production very limited. There are, however, excellent opportuni- 
ties for the further development of iron- and steel-using industries based 
on imported raw or partly finished iron, steel, or light metals, especially 
when adequate electric power is available. Products such as wire, scales, 
farm tools, and simple farm equipment (plows, harrows, sprayers) 
arc already being made. Their production could be materially cx- 
pamled. Hardware for buildings, heating and jdumbing c(|uipment. 
lighting fixtures, and pipe are made to some extent and production 
could be increased greatly with suitable eijuipment. Production of con- 
sumers’ metal products of simple types such as tableware and kitchen 
utensils could he greatly expanded. Simpler machines, such as irriga- 
tion pumps and Diesel motors to run them, and small Diesel motors for 
marine craft, are already being made and many more are urgently 
needed. Certain types of transportation equipment, such as wagons, 
boats, and small ships, and bodies for trucks and freight cars, offer 
much opportunity for expansion. Certain mass-produced articles that 
reiiuire very large volume for lowest costs per unit, and other articles 
that involve very high precision operations, probably can best be im- 
ported from abroad. The first group includes radio tubes, automobiles, 
tractors, locomotives, threshers, harvesters and combines, typewriters, 
and sewing machines. The second includes watches, scientific instni- 
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jiiciils, machine tools, and textile machinery. Greece has high-grade 
bauxite and magnesium carbonate deposits and many Greeks want to 
produce their own aluminum atnl magnesium. W’ith the high electricity 
requirements, however, and the superabundant capacity to process 
aluminum ami magnesium elsewhere, it is doubtful if it would }>ay 
Greece to use her limited power supplies for this purpose, at least not for 
many years ahead. 

[ Light Industries ] 

A number of light industries such as paper and paper prod- 
ticts, containers, printing and stationery, and publishing are already 
well developed. As buying jjower increases, markets for such products 
should expand rapidly, and justify a further expansion in these lines. 

[Artisan Shops and Home IndustriesJ 

(53j A considerable part of the industrial products now made in 
Oreece arc produced in small village shops with only one to three 
workers, or in the homes. E.xamples of products made in such ways in- 
clude wooden chairs, plowshares, rope, copper and tin ware, sickles, 
horseshoes and horseshoe nails, saddles, leather and cloth shoes, bread, 
r(dls, and many other articles and foods. Despite their small size, these 
shops in some cases make effective use of electrical blowers, grinders, 
drills, etc., and of mass-production techniques. In other cases (as in 
the production of nails or rope) use of hand methods is slow and costly 
as compared with modern automatic machines. These shops, often sell- 
ing direct to the ultimate consumer, have low overhead and distribution 
costs compared to large factories. As buying power expands in Greece, 
there probably is good opportunity for a material further expansion of 
many of these traditional village industries. In addition, there may he 
good opportunity to expand home industries in many regions. Thus 
clothing can be manufactured l.y cutting up the cloth by cutting ma- 
chines at some central point, and turning the pieces over to home work- 
ers to sew and finish the garments in their homes, on a piece-work rate 
of pay. Lven in such home industries, production can be greatly in- 
creascil if the workers can be provided with sonic home equipment, such 
as sewing machines or electric irons. 

()f}f)ortunities for Other Industries 

(54) As new factories arc built, and more men and women start 
working in them, more stores and shops will be needed. Enterprisers to 
start these other industries will not be lacking. Almost every Greek is a 
potential merchant — as evidenced by the cigarette boys, artificial-flower 
girls, and many other small-scale street vendors. 
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(55) Enlarged employment in basic industries and incrca'cs in 
farm output and efficiency will ])ut more income in the lland^ both 
farmers and industrial workers, provide a larger volume of raw materials 
and finished products to be transported and merchandised, and expand 
demands for the other services that nonfarm industries can ])rovide — 
medical, personal, educational, recreational, etc. W'areliouses and cold- 
storage plants are needed. Many more stores, hotels, and restaurants 
must be built and manned. Recreational facilities, rc^o^t hotels, and 
scenic drives must be constructed and o])eratcd, both for the enjoyment 
of the Greek population and for tourists from abroad. Cleanitig and 
pressing and laundry establishments should be increa-sc<l. Repair shops 
and service agencies for automobiles, tractors, radios, and automatic 
and electrical equipment will be needed. Meeting these deniamls will rc- 
<juire expansion in facilities to educate and train specialists in many 
fields including doctors, dentists, nurses, engineers; teachers of general 
and advanced education, vocational agriculture, and home economics; 
chemists, animal husliandmen, veterinarians, bacteriologists, econo- 
mists. statisticians, and many other professions. E.\pande<l and new 
public agencies and institutions will be needed to ])rovide tliis training. 

'Tourist Industries 

(56) Greece has uni(|ue resources for development of an extensive 
recreational industry, not only for her own citizens, but also for visitors 
frotn other coutitries. The intermingling of mountain and sea, with 
sharp outlines and cojitrasting colors lirought out by the clarity of the 
air aiul the brilliance of the light, creates scenic beauty of a tmique 
•quality. The seacoasls, mountains, lakes, islands, aiwl choice spots for 
swimming and Ixiating in the incomparable seas which lap her coasts, 
the colorful traditional dress anti picturesque costumes of the country 
people, the tnonuments of ancient cultures that laid the foundation of 
Western civilization, offer unexcelled natural beauties for an extensive 
resort industry, particularly in the prolonged autumn. The winter and 
spring climate is mild but invigorating, and the summer is cool and 
pleasant especially when enjoyed in the beauty of the Aegean. Ionian, 
and Cyclades Archipelagos. Throughout Greece, the good nature and 
traditional hospitality of the Greek peasant, to which the members of 
the Mission can testify themselves, leaves a lasting and unforgettable 
impression. 

(57) Greece has hitherto appealed mainly to a few visitors of 
scholarly taste.s, attracted by the historical interest of such famous places 
as Athens, Olympia, Delphi, Mycenae, Mistra and Cnossus, and willing 
to undertake more or less arduous journeys to reach them. Now that 
air transportation is bringing Greece within a day or two’s travel of the 
most developed nations, Greece might well s|)ecialize in developing a 
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fall aiul winter tourist season which wouUl capitalize on her mild 
winter climate and clear sunny clays. To do this it would be essential 
to restore her roads and rail and sea passenger transport to make pos- 
sible comfortable and even luxurious travel : to re-etiuip and modernize 
her previous luxury and resort hotels ; and to build many more Itotcl, 
restaurant, resort, and travel facilities of the same type. A plan for the 
♦levelopment of the tourist industry should be part of the program of 
reconstruction and dcvelopnient which the countr)’ should try to carry 
out with foreign assistance as soon as economic and political stability 
are assured. 

(58) In addition, public lending agencies have recognised that 
recreatiiuial industries can qualify as developmental projects equally 
with facilities for more mundane productioti. The government itself 
might well give much more attention to aiding and cncoxiraging tlie 
development of recreational and resort activities, and even establish 
special public agencies to ensure that everything possible is done to 
facilitate their development. 

Relation of Industrial Development to Population Groivth 

(59) \hgorous industrial development could provide effective etn- 
])Ioymcnt for the surplus workers now in rural villages, and for the ad- 
ditional fanners and farm workers who can he released gra<lually as^ 
improvc<l fanning practices and farm machines are put into use. In ad- 
dition, the growth of population will provide still more people rea<ly 
for work. Between 1928 and 1940 the Greek population increased from 
6.205.000 to 7,336,000 persons. Ignoring net migration, the population 
thus was growing at an annual rate of Ij/j per cent per year. Better 
l)ul)Iic health, which should result from malaria and pest control and 
other health measures incliuled in the proposed program, would prob- 
aliiy increase the net rate of population growth for a time in the future* 
although eventually improving living statidards, compulsory educatioti, 
and legal restriction of child labor might tend to slow it down again as 
similar developments have done in many other nations. 

(60) It would take at least 25 years to carry through the gejteral 
])rogram of agricultural improvement and modernization and of in- 
dustrial dcvelopnient and progress proposed in this report, and outlined 
ill the preceding paragraplis During that quarter-century there would 
he a suhstantial further growth in Greek population as a whole, adding^ 
|)ossil)ly a million more workers to the national working force. For the 
program to he fully effective, therefore, the expansion in nonfann in- 
dustry would need to be rapid enough to provide employment for the 
net increase in population, for the workers now unemployed, and for 
the underemployed workers in agriculture who would be displaced by- 
mechanization and by increase in farm size. If emigration of workers 
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and their families from the country (as suggested in Reconmieudation 
81 is resumed on a large scale, that would correspondingly n-ducc tla- 
increases needed in domestic employment: but opportunities for such 
large-scale migration do not seem bright considering past and ])resent 
attitudes in most countries to which such migrants might go. 

(61 ) Greece today has (>0 per cent of its atlult workers engaged in 
agriculture. Among other more developed countries with similar in- 
adequate agricultural resources, Italy has about 40 per cent in agri- 
culture. Many countries with materially better agricultural resources 
per capita of population than Greece have even smaller proportions in 
agriculture; France has under 38 per cent, while Denmark and Sweden 
have about 30 per cent. The cxjHJrience of various countries gives some 
indication of the rate of progress which might be possible in shifting 
from an overpopulated country with inadequate industr)', stich as 
Greece is today, to a country with better develoj>cd industry, a larger 
proportion of its workers off farms, and better standards of living for all 
its j>eople. During the past century, many countries have shifted from 
about Greece’s present position, to a more fully developed economy. 
The periods of time required for this shift in a few selected countries 
are indicated in the tabic below. 

TIME AND PERIOD OF SHIFT TO GREATER INDUSTRIALIZATION, IN 

SELECTED COUNTRIES 


1 

1 

Initial slate I 

1 

Improt^ed state 

Period of 
time 
required 

Coufiiry i 

1 

} 

Dale 

Farmers as 
^oporlion 
of all 
workers 

1 

Date 

Farmers as 
proportion 
of oil 
workers 

1 

1 


Per cent 


Per cent 

Years 

United States o( 






America 

1870 

47.4 

1920 

26.3 

50 

Sweden 

1890 

49.6 

1936 

30.6 

46 

Denmark 

1890 

40.6 

1930 

31.2 

40 

Japan 

i 1876 

772 

1936 

43.7 

60 

Union of Soviet So- 

1 




1 

cialist Republics 

1928 

80. 

193R 

58. 

i 10 


(62) The data available do not go back, for many developed coun- 
tries, to the time when they were as largely agricultural as Greece still 
is. In 1870 for the United States of America and in 1890 for Sweden 


“U.S. Census Rc|K>rts, various years. Stalistisk Arbok (Sweden, 1942). 
Slatistisk Aarbog (Denmark, 1941). Schumpeter, Allen, Gordon, and Penrose, 
The Indiislrialisalton of Japan and ^fanchukuo (1930-40), pp. 65, 76, 77. Socialist 
Agriculture of the USSR, estimated from table in Statistical Collection. Moscow,. 
Gosplan-Izdat (1939), p. 6. 
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and Denmark, each countrv had about half of its workers engaged in 
agriculture. In 40 to 50 years folk.wing, these countries reduced the 
proportmn in agriculture to around 30 i)cr cent or less, even though 
their total population was growing rapidly: and they correspondingly 
expanded their workers in nonfarm iivlustries from about 50 per cent 
to ab(*ut 70 per cent of the total workers. In the Union of Soviet Socialist 
Depnhlics. the proportion of workers in agriculture was reduced from 
.80 per cent to 58 per cent in a jieriod of 10 years. This increase of from 
20 per cent to 42 per cent in the proportion of workers in nonfarm 
industries marked as great a shift toward industrialization in 10 years 
as the other countries had made in 40 years. The economic progress m 
the Union of Soviet Socialist Republics under her first two five-year 
Ilians was made under rigorous public control, with little regard for the 
rights of individuals or of personal liberty. The slower rate of growth 
made in tht other countries took jilacc largely in the past century, under 
.social growth as part of the Industrial Revolution of the early nineteenth 
century, and with very little public direction or stimulation. National 
leailership. which sees clearly the objectives to be obtained, and which 
stimulates ailjustments towards modernization and stimulation of agri- 
culture and industry, .using mc.isurcs sucli as those outlined in this re- 
port, should be able to speed up greatly the rate of change in Greece 
over that achieved in the last century, while still retaining democratic 
freedom of choice for the individual, as recommended in paragraphs 92 
•to ‘>3 of the main text. Given such national Ic.idcrship. it seems quite 
Tcasimablc to expect that Greece could increase the proportion of her 
workers engaged in nonfarm employment from its present level of 40 
■|KT cent, to one of 60 per cent or more, within the next quarter-century, 
without interfering with either individual freedom of the farmer or 
worker, or the freedom of action of businessmen in ])rivate enterprises. 


Possible hiveslmctU Required 

(63) Carrying tlirough the 25-ycar development program would 
involve developing modern facilities for several hundred thousand 
farms, investing 400 million dollars (at present prices) in water-control 
projects and hydroelectric works, and providing capital equipment for 
tools, and machiner)-, and working capital for around a million addi- 
tional workers in nonfarm industries and services. A very substantial 
capital investment will he needed during the quarter-centur)’ to provide 
the machinery, equipment, and plants needed for the enlarged and re- 
directed economy. 

(64) A substantial part of the capital required can be provided 
from savings in Greece, once the economy is again functioning satis- 
factorily. Even part of the foreign exchange expenditures for imported 
equipment may be made from foreign exchange earned by the expand- 
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ing export industries, after the program for the intensification of Greek 
agriculture and the expatision of specialized crop exports lias begun 
really to bear fruit. By the time the national income of Greece has 
doubled its pre-war levels, domestic savings of only 10 per cent of in- 
come would mean 150 million <lol1ars of products and labor a year foi 
investment, which would provide all the domestic capital needed for the 
development program, and possibly also part of the foreign exchange. 
Also, a substantial part of the foreign investment required for the bal- 
ance of the imported capital should he readily available from foreign 
private investments, both personal and corporate, once political and 
economic stability has been restored in Greece and a vigorous economic 
development is under way. 

(65) In the first few years of the development program, however, 
foreign financing will be needed to cover all the foreign exchange ex- 
penditure.s for imported materials, equipment, and technical services, 
and perhaps also for a substantial portion of the imports of foodstuffs 
and other consumption goods resulting from the internal expenditures 
for labor and domestic materials, gravel, cement, etc. Substantial 
foreign financing, as recommended in the body of the report, is essential 
to getting the development program started and well \mdcr way. Once 
tliat start has been made, and the income and foreign exchange assets 
of the country reach better levels, the program can be carried on with 
less and less public international financing. As production and spe- 
cialized exports increase, the foreign loans can be liquidated on an 
amortization basis out of the increased prodtiction and income they 
have helped to create.*® 

” Paragraphs 66-108 deal with civil service reforms, reforms of taxation, .md 
major export crops. 
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chapter XII' 


Japan: Diagnosis Without Therapy 


Incroduction 

ji’i.Y 4. 1047. the Japanese Govenunent issues its Official White 
Taper on Economic Conditions of Jaf'on. This chapter includes 
approximately one-haU of this Kn^thy document: Part T — the Overall 
Analysis and I’art II — sections 1 (Trices. Wages, and Cost of Living), 
3 ( Troduction ). and 0 (l.ahor an<l Employment). We have omitted 
sections 2 ( People’s l.ivclihood ). 4 (Transportation), 5 (Public Pinance 
and Hanking), 7 (I'oreign Tra<ie). and Part HI (Conclusion). 

Diagnosis precedes prescription. The Japanese White Paper is 
little more than a <liagnosis of economic disease, with little attention 
given to therapeutics. An elimination of the black market as a means 
of keeping prices down and assuring solvency for the household is per- 
haps the most important prescription offered to the ailing patient. The 
report, written in colorful language, is presented as released by the 
Japanese government, e.scept for a few glaring grammatical errors which 
might irritate the sensibilities of some readers. Here, then, is an exami- 
nation of the Japanese economy, weakened by a decade of war, and 
further debilitated by the inflation and mal-provisioning of markets, the 
aftermath of an exhausting war. Facts are the clay out of which plans 
arc formed: the Japanese White Pai)er gives little more than the clay, 
and clay with many imperfections. 

Deficits are a feature of the post-war Japanese economy : in govern- 
ment, in business, and in the individual household. Government incurs 
a rising deficit, due to the upward movement of prices and costs, not 
matchctl by corresponding gains in revenue, and the rising burden of 
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subsidies to keep business in operation and to provide some help to 
consumers. Profits are large in the black markets: but tliey cannot be 
channelled to the Treasury. Deficits of many industries are exj)lained 
by rising costs not equalled by increases in official prices and subsidies. 
For the average household, the rise in i)rices reduce real income below 
a level which will assure a minimum stan<lard. 

Like many sick economics in the post-war world, Japan suffers from 
(1) deterioration of plant and health standards; (2) galloj)ing infla- 
tion; (3) declining standard of living; (4) reduction of out])nt an<l 
productivity; (5) a monetary system that reflects a paucity of capital; 
(6) latent unemployment; (7) an imbalance in foreign tra<le. 

Here we amplify briefly. Inventories are low ; maintenance and 
replacement at sub-normal levels ; deforestation far ahead of afforesta- 
tion. In ten years, children in schools have lost one year in weight and 
height ; the weight and height of a ten-year-old child in 1947 corresponds 
to that of a nine-year-old in 1937. 

The measure of inflation is the price level. Prices of staple foo<is at 
one iM)int were up but 3-6 times ; but at the same lime, black market 
prices were up 27 times. About 20-40 per cent of the food was being 
purchased on the black market, with expenditures on these markets ac- 
counting for most of the cash outlay on food. A comparison of the cost 
of a basket of goods available to the average consumer yields a rise of 
prices of 60-70 times over a iieriod of ten years. (Tliis reflects both 
official and black market prices properly weighted). Such comj)arisons 
do not allow for the unavailability of goods in 1946-47 that might have 
been had in 1937. 

With the deterioration of plant and the decline in output, living 
standards are drastically reduced. From a per capita consumption of 
2,105 calories in 1941, the actual ration in 1946 had been reiluced to 
1,100 or less in six large cities. Whereas the average annual per capita 
consumption of textile goods was 11.2 pounds iti the pre-war period, 
the amount available to the general public (some workers received 
somewhat more) was but 1 pound in 1946-47. 

The source of most of Japan’s difficulties is the low level of output 
— a decline in industrial production in 1945 to 10 per cent or less of 
1935-37 output and a recovery to less than 30 per cent by the end of 
1946. Failure to utilize stocks of basic materials in 1945-46 to recon- 
struct the economy rather than to produce non-essentials, the Japanese 
Government admits, was a serious blunder. Among the causes of the 
prcnluction crisis were uncertainties created by inflation, the breakdown 
of transportation, shortages of basic materials, and the crisis in |>ower. 
These are, indeed, all interrelated. A shortage in coal, for example, ex- 
plains in large part the failure of the railroads to recover, and the short- 
age of power helps account for the inflationary pressures. 
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Money is excessive, not alone because the government borrows to 
meet its neeils. Imt also liccause. despite the retarded rate of recovery, 
business borrows heavily. Large loans by business reflect a shortage of 
savings that is symptomatic of late stages of inHation : in such periods, 
working capital disappears, and in general inflation corrodes the econ- 
omy. 

Low levels of output are not to be explained by unemployment, 
whicli in 1947 was at a modest level. With the unavailability of con- 
sumers’ goods and working capital, there is. however, much latent un- 
employment. Workers are content to work part-time, loaf on farms, and 
do all kinds of improductive work which will yield them merely enough 
to pay for obtainable rations. It seems costly to the worker to work full- 
time and earn large money wages which in large jtart cannot be vali- 
dated on comtnodity markets. Spectacular declines in man-hour output 
— two-thirds, for example, in coal — also help to explain the low level of 
output. 

h'oreign trade is a soft spot. In 1946. exports were S120 million 
and im|>orts ^^00 million, with exports but 6 and imj)orts 17 per cent of 
1936 trade. \\ ilh insistent demand for food and raw materials from 
abroad as a condition of recovery in productioji. it is clear that a solu- 
tion for the balance of jiayments problem must he found. 


Over-all Analysis ' 

Prices, Wages, and the Cost of Living. 

( 1 ) Recently, the government announced its Emergency Economic 
Measures, thereby informing the people of its policy to tide over the 
extreme economic difficulty now besetting our country. The main 
features of these measures lay in the fact that they were to be carried out 
faithfully at any cost. Hut for the co-operation of the people, however, 
the government is unalilc to attain any success in this connection. A me- 
cluinic engaged in repairing a damaged automobile is required to deal 
w'ith an insensible object with which he has no connection of feelings. 
1 he government which is required to effect the economic resuscitation 

Government White Paper on Eeotwinic Condilion of Japan (July 4, 
IW). The editor has taken some liberties with the Report— at least enough to 
change the English where a reader’s sensibilities might have suffered greatly. But 
on the whole the choice was made to retain the original form as much as possible. 
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of the country, however, it not dealing with jjersons keei)ing from 

it, nor with any lifeless object. The government that proposes the>e < oo- 
noniic measures and the economy of the country for whose revival all 
efforts arc being exercised are closely connected with each other, io 
speak more accurately, the people wlio form the subject of the national 
economy must beliave themselves as the projxjsers of these cccmomic 
measures, and every one of them must exercise their very best to attain 
the required success through the medium of the government which they 
have selected for themselves, giving constant help to it. 

(2) In view of the present circumstances, the government has 
worked quickly, if not fully adequately, to inform the public of the 
present economic condition of the country based on all the data avail- 
able at this moment, so that it may study and solve the relevant (ques- 
tions in collaboration with the people. In order to attain any success in 
this respect, everyone must be given an adecjuate knowledge of the na- 
tional economy as though it were a matter of their own household econ- 
omy. Unfortunately, our coimtry falls far behind any other civilized 
country in statistics, which makes it impossible for the government to 
furnish the j>eople with an accurate knowledge. IJut, is it not more im- 
portant for us to do the best we can in this connection and give them 
the best available knowledge without delay than to remain inactive 
waiting for the completion of perfect statistics until it is too late? 

(3) As prerequisites for the following discussion, let us lay stress 
on two important facts. The first is the necessity to grasp the movement 
of our national economy in a dynamic manner. The other is the neces- 
sity of an over-all analysis of our national economy. 

(4) To grasp the economic movement of our country in a dynamic 
manner means to trace the economic development of our national econ- 
omy in the past on the one hand, and to consider the economic measures 
for the future, taking into account the results of our efforts. 

It cannot be said that we have yet fully realized the profound misery 
our military leaders have brought upon us by starting a reckless war 
against the will of the people at large. Furthermore, we cannot say that 
in the two years that liave elapsed since the end of the war we have done 
all that we might liave done. In March of last year, when the govern- 
ment took measures to regulate the currency through the issue of the new 
yen notes, necessary materials in stock were not so scarce as at present, 
and there was an excellent chance for the revival of our national eco- 
nomy. Nevertheless, no sign of production improvement has since been 
observed, while danger from inflation has steadily grown bigger and 
our country now stands under great economic difficulty. This is because 
^x)sitive measures have not been seriously considered, and no timely 
efforts have been exercised to restore equilibrium and adjust order in 
our national economy. Thus, the economic difficulty as at present has 
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come ahoiit in a manner as stated above. Among the measures the gov- 
ernment is now following, or is going to follow, are tnany which, if 
taken sooner, would have i)een far more elTcctive in the economic revival 
of onr country. 

Xow. in making a dynamic analysis of our national economy for the 
fiihirc, we shall have to work on a more or less inaccurate forecast. W'e 
presume, however, that the situation will steadily grow brighter provided 
we always do our utmost to proceed along the right path. For instance, 
the productivity of labor which at present is fluctuating between 30 and 
40 per cent of that of pre-war days, as well as the balance of our inter- 
nationa] account, which is now very unfavorable, may be considerably 
improved by the sincere efforts of all the peo[)le. It is by no means ad- 
viN;il)le to close our tnental eye and refuse to foresee the ixissible success 
of our urgent economic measures. This is not the way dynanucally to 
grasp the mo\'emcn(s of our national economy. 

(5) .As the second prerequisite, si>ecial importance must be attached 
to the over-all analysis of our national economy. In order that everyone 
of the people may correctly judge the economy of his countr>- as if it 
were his own household economy, he must, first of all, grasp the entire 
economy of the country in view of the mutual relations among various 
factors. Let us take an c.xample. 

If we were re<|uircd only to make both ends meet in our national 
finance, we might concentrate our etTorts on the adjustment of national 
finance alone, entirely disregarding all other matters in the countr)’. 
An<l we might attain some success in a<ljustlng the national finance in 
a manner as stated above. Hut. in order to achieve our immediate pur- 
liosc, some of the important industries that are dependent on national 
subsidy would be forced to go into liquidation. On the other hand, 
heavier taxes might be levied on consumers at large, immediately en- 
dangering their family circumstances. However, to jump at the conclu- 
sion that the national finance may be left unbalanced, so long as the 
accounts of enterprises and individual households are balanced, is a 
worse misconception. Suppose that any i>erson ordered to clean a room 
sweeps in all the dust under a desk. The room may appear clean enough 
to a careless observer. But, it cannot be said to be really clean. This is 
also the case with national economy. We must, first of all. grasp the 
reality of our national economy as a whole. If ordered to clean a room, 
we must not allow any dust to remain un.swept under the desk, or be- 
hind the chest of drawers, or in any part of the room. Everything, how- 
ever. has its vital point, and in order to get hold of the vital point, we 
must first grasp the whole thing in consideration of the interrelations 
between its parts. 

(6) If we were to grasp the reality of the national economy in view 
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of its relations with that of our own family circumstance^, we may di- 
vide it into the three departments as follows : The finance of the govern- 
ment: The private enterprises (including the management of farming) ; 

The household economy of the people. 

The three items mentioned above are closely connected with one an- 
other. If we compress any one, one of the remaining two will be swollen 
in proportion. If we touch one. one of the remaining two will be affected. 
Let us, however, look into the latest balance of the accounts coming un- 
der the respective items. 

(7) The balance between the monthly flows of money into and out 
of the Treasury cannot be said, m a strict sense, to represent the balance 
between the revenue and expenditure of national finance, but the extent 
of the latter may be indicated, though roughly, by the former. Accord- 
ing to our investigations, the monthly excess of government disburse- 
ments over incomes, since the beginning of the preceding year, has Ijeen 
as follows ; 


Average 


(In uiUlion yen) 


April-Junc 1946 
July-Scptcinbcr 1946 
Octobcr-Dcccmber 1946 
January-March 1947 
April 1947 
May 1947 


5,217 

3.155 

3,309 

4.520 

876 

5.689 


When the above figures are considered, with this fact taken into ac- 
count, it will clearly be seen that the movement of figures after May, if 
it may not show an accelerated ratio, does not at all allow an optimistic 
estimate. For purposes of reference, net total of the revenue and exi)end- 
iture of the General and Special Accounts (including transfer bonds 
amounting to 21 billion yen) for the preceding year are tabulated below. 


! 



{In billion 



yen) 

Pel. 

Expenditure 

192.2 

100 

General revenue 

11 5.6 

60.2 

Deficit 

76.6 

39.8 


As the above figures show, the deficit amounted to 39.8 per cent of 
the fiscal expenditure. 

(8) Regarding the financial accounts of important industries, two 
instances are given below : 

(a) Coal. The difference per ton. between the cost of mining and 
the producer’s price under official regulation has lately increased as fol- 
lows; 
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(ht yen) 

producer's 

tuiiiiny 

. 


costs 

Price 

Deficit 

October 19*<6 

389 

220 

169 

Xo\ ember 19^6 

392 

346 

46 

Dcccnibcr 1946 

433 

246 

187 

January 1947 

476 

346 

130 

I'cbruary 1947 

540 

346 

194 

March 1947 

612 

346 

266 

(Nutc : Milling 
ported by niajor i 

costs arc the crude figures 
coal mines.) 

as re- 


In the sin^'lc inontli of March, the deficit exceeded 400.000.000 yeti. 
(^) Steel and iron. As regards the steel and iron industry, the 
following total shows the financial conditions of the four companies 
concerned during the six months from last October to the end of March, 
as rc()ortc<l l)y the companies. 


fill ion ycfi) 

Total revenues 1,258 67.6 

Total cxpcndittircs 1,860 100.0 

Deficits 602 52.4 

Price stabilization funds 318 17.1 

Net deficits 2&I 15.3 


As the above table indicates, the total revenue is only about two- 
thirds of the expenditures and the government subsidies in the form of 
price stabilization funds are barely sufTicient to cover about half of the 
deficits: in this way, the ttet deficits arc really 15.3 per cent of the total 
expenditures. 

(9) The deficits in the household economy arc the cause of et\dlcss 
trouble to most of the working people in cities, as words “bamboo shoot 
livelihood well indicate. There will be no need of statistical proof in 
this connection. However, according to the investigations made by the 
I rice Board, the monthly average deficits in the household economy of 
working j>eoplc in Tokyo are as follows: 


Average monthly deficits during the latter 
part of 1946 
Jaiiuarj' 1947 
February 1947 
March 1947 
April 1947 

(Note: The mark • denotes surplus.) 


IVhite-coUar 

IVorters 

Y 179.57 
455.25 
344.44 
444.89 
131.97 


Laborers 

Y186.94 
184.08 
122.31 
341.72 
• 52.75 


( 10) Let us consider what it means that all of the three important 
component parts of the national economy are continually suffering from 
deficit for a considerably long period. It is no doubt an extraordinary 
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situation for a nation. To take an example of a hnuscliold. tlu- Mtuniinn 
is that in which the master, the housewife, and the child are all >ht>rt of 
money and over-spend it. If such a situation is prolonged — say, in c-rcler 
to go on like this, we resort to the following measures; first, we draw 
money from savings account : second, we sell projicrty ; third, we borrow 
money or receive gifts from other person.s. 

There is no other way except these. The first and the second meas- 
ures, however, can be resorted to only by those who have savings ac- 
counts or property. They are not the measures open to all. neither can 
they be resorted to indefinitely. As to the third measure, it is not ])Ossiblc 
to borrow money unless one’s credit is in good standing. 

(11) W^e shall now go back to the case of a nation. The first meas- 
tire, i.e., to draw money from savings account, has some different bear- 
ing for a nation from that for a family. In case of an individual, he can, 
by drawing money from his savings account, obtain more imrchasing 
power, and thus more goods and services. In case of a nation, it does 
not increase materials of a nation if its people draw money from their 
savings accounts. That a nation draws money from its savings accounts 
means only this — that it draws on accumulated material .slocks. It is 
true, of course, that a nation can import more goods if it can draw 
money from its account in the form of foreign currency, but this is out 
of the question for present-day Tapan. The second measure, i.e.. to sell 
proi>erty, implies, in case of a nation, that a nation sells abroad precious 
metals or art-objects produced or obtained in the past. The third meas- 
ure, to borrow or obtain money from other persons, means that a nation 
l>orrows money from abroad or receives money or goods from foreign 
countries without compensation. 

Japan is poor in natural resources and has, moreover, lost inter- 
national confidence in attempting a useless war. It is as though a i)oor 
man provoked a quarrel with his neighbors. Being poor he has no money 
to draw from savings account, nor property to sell ; having provoked a 
quarrel he cannot easily Ixirrow money from neighbors. The Japanese 
people fully appreciate that none of the three measures is of much help 
to present-day Japan. In particular, the stock on which we can draw and 
property which wc can sell have been well-nigh exhausted in two years 
after the termination of the war. 

(12) There are still further difficulties. We referred to the over- 
expenditure of the master, the housewdfe, and the child. If a family is 
short of money even for purchasing absolute daily necessaries, the con- 
sequence is that the expenditure of secondaij' importance, such as re- 
pairing and maintenance, is neglected or postponed. The repairing of 
the house or the child’s sanitation is likely to be neglected. Such a situa- 
tion w’ould in the long run endanger the maintenance of family life — 
the same thing is true with the economy of a nation. Thorough repairing 
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and maintenance of machinery, replacing of worn-out rails, afforestation 
along with cutting down trees, immediate repairing of river banks — 
these are necessary in maintaining the national economy. Because ex- 
cessive economizing in expenditure docs not bear its effects in a short 
period, siich expenditure tends to be neglected, especially when the na- 
tional economy is extremely pressed, as in present-day lapan. The gov- 
ernment should be well aware of the problem for the sake of the future 
of the laiul and its national wealth. 

(13) It was slated above that three main fields of the national econ- 
(Muy arc all suffering from deficits. This docs not mean, however, that all 
of tlie economic units composing the national economy suffer from defi- 
cits. If so, unfavorahle balance of trade and a drawing <m capital at 
the present rate would have bceti far exceeded. The fact that not a few 
businessmen have earned net profits entirely out of proijortion is shown 
incompletely in statistics below. For example: 

(a) Income payments to individuals classified by kinds of in- 
cotne during the year 1946 arc estimated as follows: 



(/»i yen) 

yjii.- 


Jul.- 

Oci.- 


Mar. 

Jutt. 

Sep. 

Dec. 

Salaries arid Wapes 

10.8 

17.5 

23.1 

29.5 

ProprieUirs income 

40-8 

37.7 

50.6 

70.1 

Of which, Coniincrct 

11.4 

8.2 

12.9 

24.1 

Dividends and Interests 

14 

1.5 

1.4 

1.4 

Rents 

1.3 

0.9 

0.7 

1.2 

Total 

54.3 

57.6 

75.8 

102.2 


Income carnctl by people engaged in commerce decreased in per- 
centage to the total after the switch-over to the new yen last year, but 
it immcHliately tended to increase again and in the fotirth quarter 1946 
it increased somewhat, if slightly, frotn 21% of the first quarter 1946 
to 24,2%. This figure should be studied in comparison with the fact that 
|)cople engaged in commerce occtipy not more than 7.1% of the total 
gainfully cmployecl population. 

(6) The Consumer Price Survey of the Cabinet Bureau of Statis- 
tics is so conducte<I as to reflect actualities as much as possible without 
confining the survey to working j>eople only. 

According to one of these surveys made in Tokyo, January 1947, it 
is reveale<l that families whose monthly expenses exceed Y4,000 occu- 
pies 15% of the total and people included in this 15% consumed 38% 
of the total monthly expenses. So it can be easily guessed how a part of 
the people were leading fortunate lives if the fact that the so-called 
"VSOO limitation life” was still officially in force at that time, is also 
remembered. 

(14) There remains no problem if such deficit in the national 
budget can be filled by deposits collected from such profitable fields 
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as mentioned above. From people belonging to these fields lor which 
we have data, who are mainly engaged in transactions of goods or wlio 
are related with enterprises supplying services, it is difficult to collect 
taxes correctly against their true incomes. Furthermore, their consunii)- 
tion propensities are rather higl. : in other words, they tend to spend a 
high proportion of their income. W’c must admit, therefore, that it has 
been practically imi>ossiblc to expect these people to contribute to the 
renovation of our national economy through increase of honest savings. 

(15) All things considered, the fact that our national hnancc. im- 
portant enterprises, the household economy of the people are alike 
suffering from some deficit, leads to the following conclusions; l•l^^t— 
the stock of materials is fast running low. Second— repairs aiid n-placc- 
nients which must he regularly done in order to maintain Uic national 
economy in a sound condition are left undone, and the situation is 
growing from had to worse. Third-national debt to foreign countries 

is steadily increasing. ^ . , 

A situation like this can not he allowed to last mdefinuely. because 

it will endanger the national economy as a whole by diminishing tlie 

scale of production day by day. . . 

(16) What does it mean concretely that the scale of production is 

becoming smaller? In principle, factors of production consist of land, 
capital equipment (such as machines, factories and buildings), and 
labor mani>ower. For making these elements contribute to production, 
their waste must be made up for and their brcakilown repaired con- 
stantly. The following examples typically show how our country has 

recently failed to carry this out thoroughly. 

(а) Deterioration of land resources: As regards the forest wUicIi 

is among the more important natural resources of our country, deforest- 
ation has not been followed by proper ajjorcstation. Last year the acre- 
age of only about 70,000 “chobu” was afforested, while the annual aver- 
age during 1939 to 1941 reached 490,000 “chobu.” The example shows 
how the land is deteriorating. To give another instance. Owing to melt- 
ing snow and heavy rainfall occurring in the districts of Hokkaido. 
Northeast, and Hokuriku in the middle of april this year, damage 
amounted to ¥1,037,000.000. It is usual that the U-phoon in suinmer 
causes floods, but it is rare that spring snow meltings cause such flood 
damage. This can be attributed to the insufficient repairs of river banks 
due to the shortage of materials and funds. This inundation carried 
away 215,000 “koku” rice and 43,000 “koku” wheat, teaching us the les- 
son that negligence of keeping up the land will accelerate damage m the 

(б) Superannuation of enterprise equipment; There arc many 
examples, but we will here enumerate typical ones. Firstly, in 1936, one 
year before the Sino-Japanese Incident, there were 3.87 cases of break- 
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down of the government railway’s rolling-stock per million train kilo- 
meters. In 1941. the coefficient jumped to 16.41 and in 1946 increased 
enormously to 101.9. Secondly, before the war it used to be the case 
that as regards the generating capacity of steam power plants, the au- 
thorized maximum capacity was nearly the same as the possible capac- 
ity. Recently the authorized maximum capacity has been 2,870,000 kilo- 
watts, while the possible capacity is estimated to be about 1,090,000 
kilowatts (or 1.400,000 kilowatts in case better (juality coal is supplied). 
That means the latter is less than half of the former. The reason is, of 
course, that the equiptnent has deteriorated. The decay of equipment is 
a natural re.sult of the past over-strained operations. Now it is high tirtie 
to make over-all repairs or replacetnents. However, the rapid increase of 
c.x|K‘ndiiures on personnel in each enterprise hinders the carrving 
through of thorough repairing or replacement schemes on plant and 
vquijiment. According to rejxirts made by nine principal electric com- 
panies, tlte percentages of personnel expenditure and depreciation ex- 
penditure to that of total expenditure were respectively 22.8% and 
18.2% in 1944. but in the current year’s budget, that percentage reached 
to 42.9 an<I 3.5 respectively, showing a far greater divergence between 
them. 

(f) The deterioration of people’s health: The physical deteriora- 
tion of the |)eople is shown in the reports on the physical condition of 
primary school pupils in towns and cities. 

The reports compare the j^hysical condition in 1937 with that in 
1946 by sex. As a similar tendency can be seen both in cases of boys 
iuul girls, the figures for boys cnly arc cited below : 



Height 

(»i CM.) 


(i»i K.G.) 

Class 

(W7) 

(1946) 

(t937) 

U 946 ) 

1st year class 

110.3 

107.0 

18.4 

17.6 

2nfl .. 

116.4 

111.9 

20.4 

19.3 

.Ird „ „ 

120.3 

116.9 

22.5 

21.6 

4tli .. 

125.5 

121.0 

24.7 

23.3 

5th ,. 

130.5 

125.6 

27.2 

25.2 

6th „ 

134.7 

129.9 

29.8 

27.5 

A careful .survey of the above table shows 

t 

the fact that during these 


yjt KJUl 3V1IUUI ClIUVllCU W I Cldl Ullv 

year in both their height and weight. In other words, the physical stand- 
ard of the present sixth-year class children corresponds to that of the 
fifth-year class children of nine years ago, that of the fifth is lowered to 
the level of the fourth, and so on. 


(17) Shrinking production will affect the national economy not 
only in scaling down production, but in making its rehabilitation far 
more difficult. We often come across a case in which a Japanese proverb 
1 inch amounts to 8 feet” should aptly be applicable. With immediate 
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attention, a repair of 1 inch is enough, while a negligence of one nuiiiih 
or two months makes a repair of S feet inevitable. If we neglect treat- 
ment now, the loss in the future would become irrecoverable in the in- 
dustrial sphere, just as immediate attendance will save a lot of trouble in 
matters of our health. W’e have experienced that mattv times. 

The examples mentioned before only contribute to show us that such 
an ill omen has already begun to reveal itself iti our natiotial cconom)-. 
And it also indicates that the pojicy which we are going to take has 
much to do with the future development of the national economy. 

(IS) In other words, what has been said in the foregoing lines 
means that our country at present can hardly produce all that is recpiired 
for the reproduction of labor which, togetlier with lan<l. capital, equip- 
ment. and manpower constitutes the requisite of production. The lam- 
entable decrease in the productive power of our country is minutely told 
by figures given under individual topics. In the field of manufacturing 
industries, the productivity per head is fluctuating between ‘/a and 
that of pre-war days. The decrease in productivity per worker, however, 
can not be ascribed wholly to the worker. It may be attributed to various 
causes, such as damaged equipment, shortage of raw materials or fuels, 
or poorer management. The lamentably poor productivity at present 
originated in many such reasons as stated above. It must be clear to 
everybody that we shall effect a substantial renovation of our national 
economy simply through restoration of the productive power of each la- 
borer to the level of pre-war days. 

Meanwhile, by securing the right of living for working people, we 
mean positive participation by laborers in the formation of a structure 
by which honest workers may increase the fruit of their labor an<l 
thereby raise their standard of living. 

( 19) What is the system in which the increased fruits of labor flow 
to enrich the life of the working people? This is an important and fun- 
damental problem, but we shall now consider only the immediate and 
concrete aspects. Let us take a roundabout but practical example. We 
begin with a given level of wages. The official price is revised and raised 
two- or three-fold. Then the wage level cannot but be raised for the rea- 
son that the given level cannot sustain living under the new price level. 
The official price consequently rises again. Since there will be no end to 
this circular movement, it is sai<l that the wage level and price level 
must be determined simultaneously. There is no question as to the desir- 
al>ility of the simultaneous determination, but why does this circular 
movement occur? Why can we not actually escape it? Precisely because 
black-market profits which are several times the profits calculated in the 
official price schedule exist in the circulating process. 

In our effort to contract these black-market profits and, if possible, 
to bring them to nothing, lies the only effective means to cut the said cir- 
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dilation and. also, the shortest cut to connect the fruit of labor directly 
with the substance of the life of the working people. So long as the por- 
tion of the ])cople’s wages rolihetl in the shajje of black-market profits is 
left as it is. tlie unreasonable distril)ution of income will only he re- 
peated. no matter how earnestly the wages may be revised to cope with 
the rising officially fixed prices. Herein lies the core of the problem 
facing the economy of this country at the present moment. Even from 
the long range point of view, it may be said that the formation of a 
structure where the fruit of labor immediately gives benefits to the 
working people, starts from the solution of these familiar but difficult 
problems as the first matter to be dealt with. 

(20) X'othing perfectly correct can be expected of statistical figures, 
but the logic of economy cannot be cheated. Especially, the economy of a 
country essentially organic in structure must be grasi>ed and diagnosed 
as an organic whole. Tlie itemized explanation of this matter which is 
to follow has also been written from this standpoint, and, therefore, it 
re(|uires to be real from the same standpoint.... 

Prices. Wages, and the Cost of Living - 

IV/uit As Mrnnl hy the Price Level ? 

Lately we hear about “the sliding scale*’ in wages, which is devised 
to increase the wage as prices go up. The salient feature of this device is 
that the workers’ concern docs not lie in the nominal money wage but 
in the combination of real commodities needed for living which the 
wage can purchase. Every one in the nation has realized through per- 
sonal experience that any increase in wage, be it .*>0 per cent or double, 
«loes not jirove of any help if prices go up proportionately with it. 

1 bus we arc confronted with the problem of how. in what manner, 
the price level should be determined. There is the official price level and 
the black-market price level. \’arious surveys arc made and published 
in the press about the movements made bv each of these two levels, 
and everyone has some idea about them. It is also clear that neither of 
them serves to show the unique level of the real prices of commodities. 
Especially under the present circumstances where there is a wide diver- 
gence between the official price and black-market price, neither of them 
will serve singly to measure the trend of the prices as a whole. 

The "Effective Price” 

How, then, should the real price level be determined, if we arc to 
use a single figure? For this purpose, the following variables will be 
iiccessar)' : 

•Sections 2: People’s Livelihood. 4: Transportation. 5: Public Finance and 
Banking, 7 : Foreign Trade, and Part III: Conclusion, have been omitted. 
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(1) Official price 

(2) The quantity purchased at the official price 

(3) The price in the black market 

(4) The quantity purchased at the black-markct price. 

Instance is taken of the price of staple food (in rice equivalent in 
Tokyo). The comparison of the prices for a period of two weeks from 
January 27 to February 9 as against tlie period from April 7 to 20 
.shows : ^ 



D 

C 

D 

725 

5.64 

48 


557 

27.40 

277 


1.282 


325 

13.90 

1.165 

3.64 

79 


4-15 

36.20 

299 


1,610 


378 

8.54 


January 27-Fcbruary 9 
At official price 
At black-markct price 
Total 

April 7-Ai)ril 20 
At official price 
At black-markct price 
Total 

/^“Consumption (iKT*capita jici May nice kuo 111 yen/. 

■^“Amount of Consumption (per family in yen). /?— Average Unit Price (per 
kjlo in yen). 


As seen from the above actual instance, the black-market price 
shows an increase of 32 per cent, while the actual average price shows a 
•decrease of nearly 40 per cent. A similar instance took place in 
November last year when the official price of rice was stuldenly raised by 
■90 |}er cent. According to the s<jme statistics, a comparison of prices in 
Tokyo in two weeks in October as against those in two weeks in 
November, reveals that the actual price on the average went down from 
Y8.36 to Y6.24, while the official price nearly doubled. The fact that the 
jMirchascs on the black-market decreased from over one-quarter to one- 
fifth of the total quantity purchased has acted largely on the circumstance. 
Let us call this average price “the effective price.” 


The Fluctuations of Effective Price 

The indexes of official prices and of black-markct prices have their 
own meaning respectively. However, the level we must compare with 
wages and the household economy is this effective price. W’hether the 
effective price will rise or fall surely <iepends upon the fluctuations of offi- 
cial prices and black-markct prices, hut the quantity of officially rationed 
goods has a very powerful effect upon the effective price. Thus, if we 
make an index of the effective price of foodstuffs in Tokyo, using the 
materials obtained from the Consumer Price Survey, we find the fluctu- 
ations recorded as given below, (In the following index, the two-week 
period between July 1st and 14th of last year is used as the base.) 

* From Consumer Price Survey of the Cabinet Bureau of Statistics. 
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All 

Staple 

Other 


Foods 

Foods 

F oods 

July. 1946 

102.0 

100.0 

103.7 

Nov.. 19.16 

80.9 

4<».l 

104.1 

Jan.. 1947 

124.4 

75.3 

155.4 

Fib.. 1947 

130.2 

8-1.0 

162.0 

March. 1947 

140.5 

95.2 

170.8 

.April, 1947 

129.5 

75.8 

162.8 


Mito, each niontli denotes a four-week period: thus. July (July 1-28) ; Noveniher 
(October 21-Novcmhcr ]7): January 1947 (January- li-Februarj- 9); February 
(February lO-March 9); March (March 10-April 6); April (April 7-May 4). 

As nearly 70 per cent of the living expenses is paid for foodstuffs, 
the index of these goods roughlj- indicates the fluctuation of living ex- 
penses as a w hole. Although w e do not have figures any more recent 
than May of this year, these statistics clearly show that the effective price 
of staple footls has gradually fallen since July of last year to less thati 
one-half rluring the season for tnovements of new rice in November (irt 
spite of the nearly doubled rise in the ofticial price of rice), but that front 
this time on it has begun to rise again, though not so ntuch that it 
attained the level of July of last year. Takitig into consideration all food- 
stuffs. the ]>rices in April of this year advanced by 30 i>er cent against 
tliose of July of last year. It is quite conceivable that they have made a 
fairly sudden rise more recently ;* but the statistics which have been 
cited tell us eloquently above anything else how such phenomena as the 
ap|x“arance of new rice and the release of imported foods in large 
cpiantities atid the increased distribution made through the regular routes 
have served to reduce the effective price. 

Comfxirison loith (he Pre-war Price Level 

We have so far explained only the recent price movements. How 
many times has the recent price level risen, compared with the pre-war 
period ? Since the black-market price shows an abnonnal rise, it is 
almo.st impossible to estimate statistically how many times the recent 
effective price has risen compare<l with the pre-war period. If we take 
up only the official price, the wholesale price of May of this year was 
21.5 times that of June 1937, and the retail price 27.9 times that of June 
1937. The rising rate of fees such as railway freight and subscription 
prices of newspapers was 8 times those of September 1939, showing a 
much more moderate rise. 

As is obvious, it is impossible to estimate the increase in the cost of 
living in comparison with that of the prc-w’ar period only from statisti- 
cal data of official prices. We have to change our method in order to 
estimate the rate of increase of the cost of living. We may first estimate 
the quantities of living necessities that may be consumed by an average 
Japanese citizen under the current deficit circumstances, which will. 
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more or less, represent the real consumption today. Dividing these quan- 
tities into two parts, namely, (juantities rationed through the legitimate 
channel, and those purchased through black markets, the value of the 
former will be calculated by multiplying black-market prices, supposing 
these quantities will be supplied from the black markets. Adding uj) 
these two amounts, we can guess how much is pai<l for the combination 
of consumers’ goods assumed. 

Then we calculate the cost of household goods of the same quantities 
as mentioned above at the jirice level in 1937. The proportion of these 
two sums roughly shows the rate of increase of the cost of living during 
the past ten years. 

It is verj’ difficult to get the accurate figure, as the cost of quantities 
to be purchased through the black market is elastic because of the diffi- 
culty of fixing the average quantities of consumers’ goods to be con- 
sumed. The rate in June 1947, however, indicates roughly an increase 
of 60 to 70 times during these ten years. 

Fluctuation of Wages 

The typical figures to show how wages have risen compared with 
the rise in the cost of living can be seen in the following table of daily 
wages : 

1937 

Avfraije 1^47 .\fulli(>U 

Underground miner Y2.20 Y81.59 ' 37 

Kfniiufacturing worker (male) 2.48 57.80 23 

Even in the case of miners who have received the most favored rate 
of increase, it cannot keep pace with the rise in the living cost of late. 
However, the present wages are different from those in the past, and it 
is difficult to compare the existing ones wdth the standard in the past, 
because special rations arc given according to the degree of heavy labor 
at present and payment is often made in kind or in the form of subsidies 
for employees* co-operative associations. 

But it should be admitted in any case that the rise in the wages has 
been lagging compared with the actual advances in commodity prices. 

Relations Between Commodity Prices, Wages, and Family 
Expenditures 

The working classes, especially those living in urban communities, 
have considerable interest in the commodity prices and wages as having 
direct bearing on their family budget. It may be superfluous to show 
the condition of family expenditures by government statistics, for it is 
something every individual is well versed in. Just as with every sort of 
statistics, it is hardly possible to show by the mere assortment of figures 

22 
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the Struggle of balancing our family budget and the particular individ- 
ual circumstances pertaining to this question. But the people may take 
the average figures given here as a yardstick with which they may com- 
jiare their own. 

Analysis of Family Incomes 

Comment on the deficit in family budgets will not be made here, for 
it lias been roughly stated in the Overall Analysis above. Here we shall 
first see the analysis of the average family incomes. The following are 
the average figures (for an average family with 4.46 members) for 
February investigated by the Price Boartl of working people in Tokyo : 


/Itnoiinl }Vm Pfreentage 

Earned Incomes : 


Basic pay 

S34.62 

19.4 

Allowances 

1,246.78 

45.2 

Incomes from side-jobs 

229.84 

8.3 

Incomes from domestic garden 



vegetables 

5.90 

0.2 

Total 

(2.017.14) 

(73.1) 

Other incomes : 



Incomes on f)ropcrty 

3.69 

O.I 

Pensions, insurance 



Total 

(3.69) 

(0.1) 

Others : 



Withdrawals of savings deposits 

149.6S 

5.4 

Proceeds of properly sold 

215.34 

7.8 

Gills received 

239.35 

8.7 

Loans 

106.84 

3.9 

Others 

24.17 

0.9 

Total 

(735.35) 

(26.7) 

General total 

2,756.18 

100.0 


In February tbc pay in cash was limited to Y 1,816.86; the pay in cash was 
Yl.041.84 and the lax dc<liiction etc. was Y269.88. The withdrawal from the frozen 
deposits was Y50S.14. This sum of about five iiundrcd yen seems to have been with- 
drawn as “living expenses." The "withdrawal of savings deposits" mentioned in the 
above table is outside the withdrawal of about five hundred yen referred to above. 

The earned incomes including such incomes as from the domestic 
garden vegetables represent about 70 per cent of the total income, as 
will he observed above. The withdrawals from savings deposits, pro- 
ceeds of property sold, and loans, which are indicative of “takenoko'' 
life, amount to about 17 per cent, as against 12 per cent in October of 
last year, a fact which shows that the family budget has become more 
and more difficult to balance. 

Analysis of Household Expenses 

Now, let us see the household expenses. There are various results 
of research along this line. Here, we take up Consumer Price Survey by 
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the Cabinet Bureau of Statistics which is deeine<l to be made up b\ the 
best scientific methods. The following shows the fluctuation of house- 


hold expenses in 

Tokyo in the 

period of 

first quarter of this 

muiilli ill 

comparison with July of last year; 





July 

Jau uary 

February 

^farch 

April 

Expenditures 

( 1946 ) 

(1947) 

( 1947 ) 

( 1947 ) 

( 1947 ) 

Total Expenses 

2,019 

2,640 

2,930 

3,431 

3.661 

Total food 

1.477 

1,845 

2.097 

2,363 

2,425 

staple food 

638 

513 

672 

798 

785 

Qotliing 

151 

210 

210 

295 

352 

Light and fuel 

46 

136 

159 

172 

134 

Housing 

78 

99 

102 

147 

174 

outers 

267 

350 

362 

454 

576 

Food percentage to 






total 

73.27o 

69.97o 

71.6% 

68.9% 

66.3% 


Montlis above mean 4-weck-pcriods respectively shown as follows: July (1046) 
from July Ist to July 28th: January (1947) from December 30th to January 28tli: 
February (1947) from January 27th to February 23rd: March (1947) from Febru- 
ary 24th to March 23rd ; April (1947) from March 24th to April 20th. 

The statistics above show the typical and average household ex- 
pen.ses in Tokyo. Accordingly they arc generally higher than workers' 
household expenses. Yet percentage of food expenses in the total 
household expenses is between 66% and 73%. This shows clearly how 
strained the household budget is for everybody. 

Analysis of StafAe Food Purchase 

Let us look further into the household expenditure. The greater 
part of it is spent in purchasing staple food both at official prices and 
black-market prices and shown below : 



(A) 

(B) 

(C) 

Jan. 

22.8% 

Yv%l 

70.3% 

Feb. 

35.4 

537 

80.1 

^^ar. 

41.3 

672 

84.5 

Apr, 

31.3 

622 

79.6 


{A) % of black-markct purcliasc in total volume. (D) Value of same, (C) 
of black-iiiarkct expenditure of total. Fach month indicates the same period as in 
the foregoing table. 

In short, from 20 to 40% of the total quantity is purchased at black- 
market prices, while something between 70% and 83% of total expendi- 
ture is spent for tliat purpose. If 10% of the black-market food could 
be purchased at official prices, without changing the total quantity, we 
could save as much as 23.2% of total expenditure in the case of April 
referred to above. This clearly shows the magnitude of significance 
which the increase of rations through legitimate channels will have upon 
the household expenditures of people. 
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Pioduction 

Trend of Mifiirig and Industry 

Oiir production activities in industry, which had been shrinking 
drastically since the spring of 1944, virtually ceased with the tennina- 
tion of war in August 1945. Inunediately after the war, the production 
rate deteriorated to less than 10 per cent of the total production in 
1935-37, but it gradually recovered with an awakening out of the state 
of confusion. In September 1946, it got l>ack to 30.4 per cent. Since 
then, however, it came to a standstill, showing 29.4 per cent in October, 
38.8 per cent in November, 27.7 per cent in December, 1946. As this 
year conmicnccd it gradually began to decline again, showing 25.4 per 
cent in January and 24.8 i>er cent in February. In March, it temporarily 
improveil to 30.8 per cent through a slightly increased supply of power 
and coal, but dropped again to 30.0 per cent in April. 

The following may be regarded as the causes of this decline : 

Firstly, the largest responsibility of under-production lies in the 
shortage of materials, coal, and power, and not in the lack of equipment 
nor in that of labor. The potential productive jx)wer of existing equip- 
ment is showing a fairly big stirplus against actual production. This is 
shown, on the one hand, by the decline in production of the industry of 
basic materials, and on the other by the operation of manufacturing in- 
<lustry based highly on stock materials. . . . 

It is unfortunately true that we always feel keenly enough the short- 
age of food, but not so much that of iron or cement. We must be all 
aware of the fact that the former will be responsible for an immediate 
famine, but the latter for the continued famine for ten or twenty years 
ahead. 1 he shortage of iron and cement, as we have elaborated before, 
will cause wide-scale damage to the manufacturing or railway estab- 
lishments, the devastation of land, and floods or other kinds of disaster, 
thus lowering the national productive capacity as a whole for many years 
to come. 

Such production as has relied on stocks of materials shows the re- 
covery made after the end of the war. Especially in machine industry, 
a marked recovery was witnessed, showing a 50 per cent recovery of the 
pre-war level last autumn. This is never a healthy situation, for machine 
industry which consumes iron and steel which can only be provided by 
the iron and steel industry, should not prosper alone. This merely shows 
that the increase in production has been expedited by stocks of materials 
and that production will diminish with the drain on stock. 

If such precious stocks as iron, steel and rubber had been directed 
to coal mining, railways, or other basic industries, instead of being 
poured into the manufacturing of rather unimportant consumption 
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goods, they would have done a lot toward enlarging production in 
general. 

For two years after the end of the war, the above-mentioned meas- 
ures could not be taken effectively. If there were stockpiles of materials, 
it would be possible to make use of them for the production of such 
basic materials as coal, iron, etc. ; and gradually increase the production 
of other materials. As these stockpiles have been almost exhausted now, 
it is increasingly difficult to achieve the rehabilitation of production 
only through self-help, and it will be necessary to depend on outside 
help. 

As the second imi)ortant cause of inactive production, the increasing 
inflationary tendency must be taken into consideration. Inflation dis- 
turbs stability of prices and wages, makes it impossible for enterprise 
to foresee future prospects, or gives rise to labor unrest and impairs 
normal production activities. Labor, capital, and materials will be all 
diverted from production of basic materials essentia! for the economic 
reconstruction to commercial activities or the prodtiction of consumer’s 
and luxury goods which are quick in bringing in profits. Precious ma- 
terials will be thus wasted, resulting in making the fundamental eco- 
nomic reconstruction more and more diflicult. 

It is, therefore, imperative to stop the advance of infl.ationary tend- 
encies and stabilize prices and wages. 

The fact that the final decision has not yet been made about repara- 
tion plants, is having also negative effect on the reopening of produc- 
tion. Factories designated on the basis of the interim reparation pro- 
gram drawn up by the Far Eastern Commission range over various 
fields such as Army and Navy factories, airplanes, ball-bearing, ma- 
chine tools, iron, shipbuilding, thermal power plants, sulphuric acid, 
soda, synthetic petroleum and private munition factories, etc., totalling 
about 1,000 plants so far. Under the present economic situation of 
short supply of both materials and power, the designation of reparation 
factories docs not necessarily cause a fall in production, but the fact that 
it is not yet clear which factories are finally to be retained is damping 
the ardor for production. 


Shortage of Power 

What is the situation on coal and electric power, important bases for 
the restoration of production? Attention has already been called to the 
fact that the greatest cause of the present slump in production in our 
country lies in tlie short supply of materials and power. When the sup- 
ply of coal and electric power becomes abundant, the condition of do- 
mestic production will be improved and the import of materials in short 
supply will be easier. 



340 


ECONOMIC PLANNING 


At the time of tlie termination of the war. it was expected that the 
electric power supply would hecoinc extremely excessive as a result of 
the dis.i])pearancc of war industries. Jn fact, the demand for electric 
power Jell to 990 million kwh or only 43 i)er cent of the average of 
193.')-37 in September 1945. Since then, the demand has rapidly in- 
creased. m consecinence of tlie production recovery of mining and in- 
<lusir\- and increased consumption for cooking and heating, and rose 
above the pre-war level in March of last year. Then unprecedented 
shortage of electric i>owcr was experienced during the turn of the vear 
1 W)-4/. o^^•mg to the fact that cajiacity of hydroelectric power plants 
\vas docrcascil by lack of water, and cajtacity of thermal plants to make 
III) hT 't was fully used on account of the shortage of coal and deteriora- 
Mon of facilities and eipiipincnt. In western Tapan, in particular, which 
largely depends on thermal plants, restriction on tise of electric power 
came to be counted as the greatest obstacle for production. Since April, 
when water l)cgm.s to l)c abundant, capacity of hydroelectric power 
plants has been increased and the electric power crisis has become tem- 
porarily css acute. In western Japan, however, strict restriction is con- 
tinued. If things continue to be as they arc now. shortage of electric 
T)oucr m the dry season next year will lx; worse than that experienced 
m that of this year, paralyzing th.c whole industry. In order to forestall 
such a situation, it will he necessary from now on to make ctTorts to 
repair thermal power plants, atid to increase tlie stocks of coal on the 
side of siipjdy; to make all necessary preparations for restraining the 
tion-essential use and securing the supply to essential users on the side 
of demand of electricity. 


As for coal, the iiroduclion of coal drastically fell off since the end 
of the war: in November 1945, it fell to 554,000 tons, or 16 per cent of 
the average of 1935-37. 

Since then coal production graduallv increased, rising to 1.700 000 
tons m May 1946 and to 2.000.000 tons in November 1946. Since that 

"ot been very much increased, reaching 

2.1/0.^ t^m December 1946. 2.010.000 tons in Tamiary of this 

year. -.030.^ tons m February. 2.250.000 tons in Alarch, 2.080.000 

tons m April, and 2.100.000 tons m May. Greater effort will be required 

o reach the pro<luction level of 2.500.000 tons per month or 30,000,000 
tons per year. 


The actual output of coal in 1946 was 22.310,000 tons and it fell 
short of the goal of 23.000.000 tons set at the beginning of the year and 
further short of the revised goal inclusive of the special production in- 
crease program of 24.^000 tons. Since last year, the government has 
often inade decisions for emergency coal production increases, but no 
visible improvement has been achieved. This has proved that it is im- 
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possible to achie\-e a rapid increase in coal production by sporadic or 
superficial measures. 

With regard to the coal production, it must be noted lliat tlic dcierio- 
ration of qualitv should not be disregarded while too much cmphaM= is 
laid on the achievement of the (juantitativc goal. I he supply oi coal u iih 
inferior calorific value means as great a waste as the supply ol inicnor 
quality of food. For example, the government railway consumed 4 mil- 
lion tons of coal or 8 per cent of the total consumption m our country 
in 1936 I-Tst year, while the mileage covered by trains is almost the 
same, it consumed 6.960,000 tons or 30 per cent ot the total consump- 
tion This increase of coal consumption was partly due to decreased skill 
of drivers deterioration of eciuipment. etc., but mainly accounted for 
by a deterioration of the quality of coal. W^e must take care not to make 
the coal production increase result in the production increase of stone 
and earth. On the side of coal consumption, attention must be called to 
the fact that, as such little coal as is available is equally distributed to 
many factories, operation efficiency of all factories is curtailed and more 
coal is required than before to produce the same quantity of manutac- 
tured goods, which in turn accelerates the coal shortage. 

Specific attention is also invited to the following fact as rcganls the 
connection between coal production and industrial production. The pur- 
noses for which the coal is consumed can be classified into two tate- 
corics namely non-industrial such as railways, bunker, lieating, gas and 
coke thermal and industrial plants such as steel and iron, machinery, 
spinning and ceramics. The requirements of the former category cannot 
be reduced any more than the minimum required for the maintenance 
of the economy, just as the food requirement for si^vival of a man can- 
not be cut down below a certain degree. With msufricient supply of coal, 
the urcater part of the total imi.st he apportioned to the non-industnal 
retiuiremcnt and the allotment to the other category is extremely limited 
In other words, the slightest increase in the current coal production will 
civc comparatively big effect on the increased mining and industrial pro- 
duction. Figuratively illustrated, a 20 per cent mcrease m coal outpu 
means a 40 per cent increase m industrial production. Tlie mtrLased 
industrial production makes it possible to supply the mines w'lth more 
materials and machinery required for further expansion of coal produc- 
tion Thus every production increase stimulates another production in- 
crease. Tlie contradictory problems involved in Japanese economy will 
thus find their solution in increased coal production. 

Situation of Agricultural Production 

In staple foods, acreage under rice and wheat has been decreased 
as compared with that in pre-war days. The production of rice and 



342 


ECONOMIC PLANNING 


wheat, which had shown respectively 67,050,000 koku and 23,250000 
koku in the average return between 1937 and 1939 turned out 61 380- 
000 koku and 11.580.000 koku in 1946. Curtailed acreage and under- 
production of both rice and wheat— two main staple foods— have been 
chiefly responsible for the present plight. On the contrary the produc- 
lon of i)otatoes has been greatly increased: sweet potato production in 
1946 reached 1.4/0.000.000 kan. or a 150 per cent incrise over the 
average jiroduction between 1937 and 1939, by way of the increase both 
in acreage and production. 

P*‘°^^’Ction, there has occurred practically no change 
III i)addy field production, but a conspicuous decrease in barley and 

" w!'-n resiicctivclv showed only 1.03 koku 

.UK U./U koku as compared with the average production o'f 2.01 koku 

and 1.4 k(iku between 1937 and 1939. These figures only tell us that 
K iiroduttivc I'owcT of land or agricultural productivity has dcfinitclv 
been decreasing. 1 his has been caused by various reasons as follows:' 

i-mpha.sis had been jilaccd during the war on the cultivation of rice 
uheat and potatoes in preference to others; the cultivation of fertilizer 
greens has been decreased; the lack of feeding has caused difliculty in 

s mdriT ^ ‘lecline in production of self- 

fi i t 1 *''■'** dis- 

u' 1 circulation within agricultural nianage- 

nn tcr‘ Ivor T"'*" I" I '" c.f land productivity. To make tlie 

Iris kin 1 I'''"* I"'*.'"" equipment in agriculture as well as in industry 

has long been badly ,n „ced of repair or replenishment, which is un- 

prollucUv^pouT?."'" "‘c land has been losing its 

1 he comparison between the figures of 1946 and those of 1937 shows 
the following decline: in nitrate fertilizer. 920.000 tons as against 1.900,- 
OT tons, m phosphate fertilizer. 400.000 tons as against 1.920.000 tons, 
and m potassuim fertilizer, 1 10.000 tons as against 250.000 tons. As re- 

onlv 2n^,'r!7n *''c situation is still more aggravated and 

only 20 to 30 per cent of supplies in and around 1940 are available. 

in the n. ml ^^rew worse, a conspicuous decrease was shown 

snonsir of " • consumption ; 

m ^xen t contributed to the deterioration. In 

16nm!^ I ‘Increased to 1.830.000. milking kine to 

160,000. horses to 1.070.000. pigs to 90.000 and poultry to 20 400 000 

"" •-'r-sed top figures in t'he pa^t.^: de“f 

poultry of H n/r ? of 62 per cent in that of 

pouItr>. of 1.5 per cent m that of oxen and cows, of 30 per cent in that 

of horses and 38 per cent in that of milking kine. ^ 

n the other hand, a great number of demobilized or rcDatriated 
persons joined the rural communities, and consequently ^le per-Sy 
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area of tillable land diminished from I chobu (2.45 acres; tt) 8.7 ton 
(2.0815 acres), causing a shrinkage in the scope of the management. 
The situation being as above, we have to admit, that the actual phases 
of agricultural production have yet to face many difficulties. Still, agri- 
culture is placed comparatively under a favorable condition as compared 
with manufacturing industries. In other words, the direct Idows of the 
war such as air-raids, and other adverse circumstances hit agriculture 
comparatively little. In pre-war Japan, one-half of the population was 
engaged in agriculture and the other half in other industries. Later, a 
production in value nearly twice as high as that in agriculture was ac- 
complished by those engaged in mining and other industries whose num- 
ber hardly reached one-half of those engaged in agriculture. After the 
war, the production in mining and other industries slacked down to 
one-third of that of the pre-war days, whereas the agriculture produc- 
tion maintained an 80 per cent level. Consequently the comparative po.'.i- 
tion of agriculture in Japan’s economy has greatly advanced in impor- 
tance. Agriculture will eventually contribute to a large extent to the 
restoration of our economy; if we can increase the production through 
stabilizing conditions for farmers' lives by means of the land reform. 

Labor and Employment 
Increase of Population 

The total number of repatriates including demobilized soldiers was 
5,360,000 up to the end of Alay 1947. (Investigation of the Repatriation 
Board, Welfare Ministry.) The total number of the Japanese in Japan 
as of October 1, 1947, is estimated to be 77,850,000 (estimate by the 
Economic Stabilization Board). The present population in the Japanese 
Islands is 12 per cent higher, compared with the population of 69,250,- 
000 in 1935, As the percentage of workable people among the repatriates 
is high, the increase of the population to be absorbed in various jobs is 
quite sizable. 

Unemployment Situation 

On the other hand, the production activity of the mining industry 
at present is about 30 per cent of the pre-war level, while agricultural 
population has reached the state of saturation. Approximately 10,000,- 
000 unemployed people will be inevitable— even if productivity recovers 
to the pre-war level. 

The number of unemployed after the war is not so large as had been 
feared. According to last year's investigation by the Welfare Ministry 
of people seeking employment, only 210,000 persons were seeking jobs 
among the completely unemployed 400,000 who were the objects of the 
investigation. 
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In the employment agencies, the number of people seeking employ- 
ment is usually smaller than that of people seeking workers. During one 
year since May 1946, tlie percentage of the people seeking employees to 
that of jH-oplc asking for employment was around 68%. 

Judging from the census on A])ril 26, 1946, the nuniber of the com- 
pletely unemployed (that is, who are able to work and willing to work 
hut held no jobs) was only 1,590,000 and the number of people who 
worked for one week or less a month was 1 ,960,000 and the number of 
people working between 8 d.ays to less than 20 days a month numbered 
4.320.0tXJ. This state of afl'airs should be called the latency of unem- 
ploymetu. It i-. due to the fact that, under the inflation, if economic con- 
trol is itnperfect, otie can earn one’s bread without working in constant 
jobs, or stich person can often make a livelihood more favorably than 
a constant employee. Under the inflation, in other words, unemployment 
cati not be recognized as genuine unetnployment. Therefore such un- 
healthy phenomenoti occurs as the fact that supply of labor is short 
in lieUls essential to the tiational economy and abundant in economically 
unnecessary enterprises. The result is that the inactivity of production 
will he accelerated and economic recovery will consequently be delayed, 
because lalxtrcrs shun the hard productive jobs and concentrate on easy 
or merchant-like jobs. 

Emf)loymetU Siiualion 

The employment figure which showed a marked decrease immedi- 
ately after the war, has indicated a steady recovery, gaining each month 
until the end of last year. According to the yearly employment-research 
ma<le by the Cabinet Bureau of Statistics the total figure of employment 
at the end of the year before last was 3,870,000 in mining and manu- 
facturing industries, total in<lustrial employment being 7,570,000, while 
these figures rose to approximately 6,000,000 and 10,000,000 respec- 
tively in July of last year, attaining as high a level as in pre-war days. 

The mining and manufacturing production, however, remains as low 
as 30 per cent of the pre-war level. Thus the productive power per capita 
is about one-third of what it was before the war. In other words, the sit- 
uation of excessive employment exists. 

The employment which had continued its upward trend until the end 
of last year, stopped rising from the beginning of this year, with tlie 
exception of coal mining. This is partly due to the production stalemate 
in manufacturing industry caused by the drained raw materials and to 
the shortage of power and coal since last January. But more basic than 
this is the fact that the unbalanced situations attendant upon the post-war 
economy in Ja]>an have put pressure upon the management of those non- 
essential industries which have lost their elasticity, and have driven 
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them to face the immediate probability of operation ciirtailment. pro- 
duction stoppage and disposition of excessive labor. 

Productivity of Labor 

As mentioned above, average productivity i)er laborer at i>re.sent in 
Japan is ‘/a or less that of pre-war days. Unbalance between employ- 
ment and productivity were generally noticed after the war in many 
industries in Japan, and such situation still persists without showing any 
sign of improvement. For instance, the following are the figures showing 
this trend in the fields of coal mining, cement industries and the Govern- 
ment Railways: 

(1) Average monthly output of coal per miner; (in tons) 


1933 

18.9 

1936 

17.5 

1941 

13.9 

1945 

5.9 

1946 

5.4 

Jan. 1947 

5.5 

Feb. 1947 

5.5 

Mar. 1947 

6.0 

.\pr. 1947 

5.4 

May 1947 

5.3 


(2) Average, monthly production of cement per worker of the in- 
dustry : (in tons) 

1945 25 

1946 14 

(3) Number of goveniment railway employees: Train operation 
kilometers in 1936 and in 1946 are about the same but the number of 
employees in 1946 was 573.000 against 228,000 in 1936. This is about 
2)4 times the number of employees in 1936. 

By wliat reasons have such circumstances as above mentioned been 
brought about? Generally speaking, want of foodstuffs, traflic conges- 
tion. lack of dwellings, deterioration of equipment, operation curtail- 
ment, difficulties in securing materials and power, i>oor quality of ma- 
terial and superannuation of equipment may be cited as the main 
reasons. Furthermore, laxity of labor discipline and insufficient techni- 
cal training can also be considered among the reasons. 

Special Rations of Food and Necessities to Workers 

In order to attain a higher output by workers who are mostly re- 
sponsible for increasing production, special rations of rice over the 
standard ration and of necessities for workers are being distributed on 
a priority basis out of extremely restricted national resources. But it 
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canncjt be said that the matter thus far has been planned and dealt with 
very successfully. Preferential and well co-ordinated steps are being^ 
s|K‘cifically taken for rations to coal minors who play a leading role in 
increasing production. Howcvei, there arc still certain cases where the 
actual results fall short of the aims. We will briefly describe the quantity 
of each article actually <lelivcred last year and the rationing programs 
decided upon in March of this year for securing articles for the use of 
miners. 

{ 1 ) Actual <lclivery of each article to workers (including articles 
rationed for shipment of agricultural products etc.) : 

Alcoholic beverage — 505.000 koku 
Cigarettes — 1.3 billion pieces 
XVork clothes— 16 million pieces 
Towels— 13 niillion pieces 
W orkitig gloves— 9.40 million pairs 
RiihiKT-solc tabi — 7.90 niilliun pairs 
Rubber f>oots — 0.25 nulliun pairs 

Hcsiclcs the above, soap, soy sauce, anti sweets were deliveretl in 
some tpiantities. 

(2) Programs for securing articles for the use of miners: 

(a) As for staple foodstufTs: 6 go for a worker, 3 go for each 
member of his family per day (excluding surface workers) and 1 go for 
oacli worker {)er day as hetwecn-mcal food (including surface workers). 
Besides, miso, soy sauce, salt, vegetable, fish and shell fish. etc. will be 

rationed securing more than twice as much as the general rationing 
rates. 

(h) jVs for fancy foods: 1 go of sake per day (including the 
ordinary ration) will he given to underground workers in accordance 
witli their actual working tlays ami 5 go per month to surface workers. 
50 cigarettes per capita per month will he given as an additional ra- 
tioning both to undergrotind and surface workers when the output ac- 
tually produced exceeds the scheduled quantity. Sweets. 100 momme 
IX.T capita per month will be sttpplicd to juvenile miners and women 
workers instead of sake and cigarettes. 

(c) Articles for work and for daily use: Work clothes, gloves, 
rubber-sole tabi, gaiters arc articles indispensable for work. Necessary 
quantities, for instance. 1.5 work clothes, 8 rubber-sole tabi and 3 pieces 
of towel will be maintained. As a particular requirement mainly in 
Hokkaido in winter, rubber boots and rubber miners boots are avail- 
able to supply a yearly total quantity of 120,000 and 70.000 pairs re- 
spectively. 
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Norway : Diagnosis, Prognosis, 

and Program 


Iniroduction 


F ollowing a budget for 194f5, which included forecasts for 1946 and 
1946-50, the Norwegian government presented a budget for 1947, 
which went beyond the 1946 budget by enumerating the goals to be 
reached through the Government's economic policy. 

In private enterprises, the reason why budget estimates are set up 
is to obtain a better general view, steady management and control, and 
closer collaboration between the departments. The position is some- 
what similar in the case of a nation. The national budget will serve as 
a guide for the government and its agencies. 

A national budget should be based on three alternative principles. 

viz. : 

(1) Descriptive analysis of individual plans (Diagnosis) 

(2) Hypothetical forecasting of future developments (Prognosis) 

(3) International planning (Program). 

The government prepared a budget for manpower, foreign exchange, 
and materials, all of which were in short supply. Included also were 
budgets for consumption, investment (private and public), production, 
and public activities. .Should international economic conditions deterio- 
rate, a special budget held in reserve would be uncovered. 

In matters of policy, the government was prepared to use all neces- 
sary controls in order to favor investment against consumption. In pre- 
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paring tlie plans, the 5 )lanners assumed cost of living, prices, and tax 
system of late 1946. Should prices, taxes, or wages deviate from their 
levels at the end of 1946. their assumed levels for 1947, or should pro- 
ductivity not attain the assumed level, or foreign deliveries not equal 
amounts anticijxited, adjustments would have to he made. As might be 
expected, all the budgets are interrelated. In order to favor investment, 
for example, it will be necessary to allocate foreign exchange, imports, 
manpower, and commodities in a manner to encourage the output of 
capital goods. 

Purpose and Method ‘ 

1 he fir.st attempt to set up a Norwegian national budget was com- 
pleted in February 1946 and presented to Parliament as E.xhibit 11 to 
the biscal Budget for 1945-46. In this statement several forecasts were 
made for 1946 as well as for the five-year period 1946-50, each of which 
j)resuppo.scd a difTercnt set of conditions. Their main purpose was to 
{Munt out certain economic relationships and problems of particular 
importance to economic policy during the period of reconstruction. The 
national budget for 194/ goes beyond this. It indicates the goals which 
the government will ejideavour to reach through its economic policy. 

In private enterprises budget estimates arc set up to obtain a better 
general view, steady management and control, and closer collaboration 
between departments. Somewhat the same purposes underlie national 
budget-making, as the national budget serves as a guide for the govern- 
ment and its agencies. 

Collaboration between various branches of the administration will 
be promoted through the budgets. Each branch will have to adjust its 
special budget to the whole plan, and lack of co-operation in any par- 
ticular section is discovered fairly readily. By adopting a method of 
decenlr.alization in setting up the national budget the best possible use 
of specialized knowledge can be made without obstructing the general 
view. By improving the understanding of the way various parts of the 
national economy arc interrelated and linked with one another the na- 
tional budget carries a message to government agencies, municipalities, 
and private enterprises, as well as to individual consumers. When avail- 
able resources and plans for their utilization arc shown in figures and 
tables it will become more ajiparent how necessary it is for all these 
bodies and persons to work together in order to ensure co-ordination of 
economic activities and economic policy. 

A general view of the national economy is more necessary today 

‘ Thf No^Kgiaii National Budgt! for 1947. summary of “St.mcld.nr.lO.dW) 
Om imsjonalbudsjettet 1947.’' prepared by the Royal NoiAvegian Ministry of 
rinancc. 
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than ever before. The government, municipalities and individual enter- 
prises are all setting up plans which, added together, imply the use of 
materials, manpower, and foreign exchange to a much greater extent 
than resources permit. This excess of requirements over resources will, 
by necessity, have some of the requirements unsupplied. Left to chance, 
essential requirements are sure to remain unfilled, whereas less essential 
projects would be embarked upon and their ralization retarded owing 
to the bottlenecks which would inevitably ensue. Through the setting up 
of budgets for imports, exports, production, investment, etc., it becomes 
much easier to adjust demand to supply and to ensure the best possible 
solution of the problems of priority. Thus, the liudget for 1947 deals 
with a situation where the main problems are those of scarcity. Under 
Other circumstances the objective of the budget might have been to show 
to what extent it would be desirable and possible to increase emiiloyment 
and make use of idle resources. 

National accounts are in reality merely a consolidation of the ac- 
counts of the individuals and groups of individuals of which the com- 
munity is composed. Similarly the national budget can be computed 
from all the individual “budgets” or intentions with regard to future 
activities. As an example, the investment budget of industry may be 
w’orked out on the basis of returns from industrial enterprises showing 
the real investments they intend to undertake during the budgetary pe- 
riod. Likewise, the investment budget of agriculture will show the total 
projected investments of all farm holdings; the consumers* budget will 
show the total consumption contemplated by the individual citizens ; the 
import budget represents the sum total of the individual plans for im- 
ports, and the export budget the sum total of the plans for exports, etc. 

As a rule, a national budget which is set up as a collection of such 
individual projects will not balance. Thus, the plans for consumption, 
investments, and e.xports of goods and services may total more, or less, 
than the sum of the national products and imports, whereas, in the ac- 
counts that can be set up at the end of the period, the iteims on either 
side must, of course, necessarily balance. Similarly, the supply of labour 
will seldom be equal to the contemplated demand for manjiower. In 
other words, the budget will not indicate the probable course of events, 
but only the strength and direction of prevailing tendencies. However, 
as a means of ascertaining such tendencies a budget based on a collec- 
tion of individual plans may be useful. 

For mere forecasting purposes, the “Prognosis” principle should be 
adopted. A budget based on this principle must stand on two legs : first, 
an analysis of the individual plans, and of the way individuals and 
groups of individuals will act under difTercnt conditions ; and secondly, 
an estimate of the manner in which the external conditions to which 
individuals must adapt themselves are likely to develop. It will then be 
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possii)]e to solve the forecastin;j problem theoretically by methods sim- 
ilar to those used for the solution of mathematical equations. The na- 
tional budget thus will become a balanced accounting system of antici- 
pated items. 

If, however, the government not only wishes to forecast a certain 
development, but at the same time through economic policy tries to 
reach dcrinitc goals which are being incorporated in the budgets, the 
pr()gram principle is used. The underlying idea is to influence plans and 
actions of individuals and groups of individuals in ways which promote 
the ends. 

1 he national budget for 1947 has, as far as possible, been set up as a 
program of economic policy. 

Economic Policy 

During the reconstruction period the principal aim of economic 
policy must be to restore the productive capacity of the country to its 
pre-war level as quickly as possible. This implies more than copying 
the past. \Vc must attempt to remove some of the structural weaknesses 
wliich existed before the war. Moreover, we must endeavour to solve 
the new problems which will arise due to the fact that in the years to 
come we cannot, as we did in the 1930*s, count on any considerable in- 
crease in the working population. The stagnation or retrogression of 
available man|X)wcr must be balanced by an increase in the productivity 
of ihe individual worker. 

The increase in production which is expected in 1947 will be di- 
rected mainly to reconstruction and investments. Private and public 
consumption should not exceed the 1946 level to any considerable extent. 

In influencing the use of means of production, first preference must 
he given to essential proiluction. Similarly, the allocation of foreign ex- 
change must give preference to certain important goods and articles. 
Thc.se principles apply, e.g., to the production of export goods and the 
raw materials needed to produce them, and to the procurement of ships, 
the expansion of power stations, housing, as well as to the production 
•of all other goods needed for the restoration of our productive equip- 
ment. 


The National Budget for 1947 

The national budget for 1947 has been set up on the assumption that 
110 recession will occur internationally during the year. It is assumed 
that the cost of living will be maintained at a stable level, and that there 
will be no serious labour disputes. It is further assumed that the price 
controls will be maintained. The same applies to most of the physical 
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controls, such as control of imports, exports, building materials, raw 
materials, etc. Other conditions are that the rate of interest remain low. 
and that the policy of taxation adhere to the principles laid down in the 
proposed fiscal budget for 1947-48. In order to be prepared for the eco- 
nomic problems if an international recession should occur in 1947 or in 
the first part of 1948, a reserve budget which may be put into operation 
on short notice is being elaborated. 

Each of the individual budgets of which the national budget is com- 
posed, has been worked out in accordance with the principles adopted 
by the Cabinet Committee witli regard to the economic policy to be 
pursued during 1947. In this way the national budget has become an 
illustration in figures and tables of the objectives which it is hoped to 
realize by these principles. 

The national budget can be subdivided into a scries of special budg- 
ets. The budget for 1947 deals particularly with the following types of 
separate budgets : 

(1) Manpower budget 

(2) Commodity budget 

(3) Budget for the trading of goods and services with forei^ coun- 
tries 

(4) Foreign exchange budget 

(5) Budget of production 

(6) Budget of consumption 

(7) Investment budget 

(8) Budget of public activities 

The separate budgets Nos. 1, 2, and 4 include the main factors that 
will be in short supply in the immediate future, viz., manpower, the prin- 
cipal scarce articles, and foreign exchange. For each of these scarcity 
factors a budget has been set up showing the estimated supply and pro- 
posed allocation. The budgets Nos. 3, 5. 6, 7, and 8 have been consoli- 
dated into a general budget which shows, on the one hand, the total 
supply of goods and services derived from home production and imports 
and, on the other hand, how the total supply will be utilized. All of these 
separate budgets arc based on information available and conditions as 
they were about the turn of the year 1946-47. This also applies to state 
subsidies, duties, prices, and wages. In considering the figures this 
should be borne in mind, and such modifications should be made in the 
conclusions as follow from changes in the premises explained above. 

Those items in the budget which are determined by previous deci- 
sions or events have had to be estimated on the basis of more or less 
reliable forecasts. So far as these items are concerned, the estimates 
must be regarded as assumptions on which the program has been worked 
out. 

The manpower budget shows the available supply of labour and how 
23 
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it is distrihutcd between the various sectors of the economy. The total 
employment in 1947 is expected to increase by 12.600 persons or some- 
what less tlmn 1%, mainly as a result of an increase in the labour force. 

Einploynient in forestry, whaling, shipping, and manufacturing in- 
dustries is expected to increase from the summer of 1946 to the summer 
of 1947. During the same period a reduction is expected in agriculture, 
building and construction, inland transjiortation, and public a<lminis- 
tration. In the case of building and construction, the entire reduction 
will take ])lacc in the ptihlic sector of these activities, leaving the num- 
ber of workers engaged iii building and construction for private account 
on the same level as before. 

In setting up the manpower budget it has been taken into account 
that tlie mobility of labour is limite<l, both geographically and occupa- 
tionally. 

Great importance is attached to measures designed to increase the 
cfliciency of labour in all trades whether it is a question of expanding 
and improving the jiroductive t(juipmcnt, of rationalizing and mecha- 
nizing operations, or of providing a spur to greater efforts. 

7 he commodity budget is concerned with the supply and disposal of 
I)articular goods, such as limber, bricks, cement, iron, steel, etc. The 
purjxise of this budget is to ensure that the allocation of particular 
goods confonns with the su[>ply and that the goods are distributed ac- 
cording to the acceptetl scale of priorities. 

Commodity budgets have been prepared for a number of goods now 
in short supply. The most important budgets arc those for lumber, 
bricks, and cement, i.c., the three main categories of materials for build- 
ing and construction. The estimates are based on a total production of 
lumber of 330,000 standards iti 1947, as compared with about 255,000 
standards in 1946, and 180-260, (XX) standards before the war. The pro- 
duction of bricks has been estimated at 100,000,000 compared with 75,- 
000,000 in 1946, and 90,000.000 before the war. The program for the 
cement industry is a total production of 450,0(X) tons in 1947, against 
400,000 tons in 1946 and 350,000 tons before the war. A series of meas- 
ures have been taken with a view to increasing the production of these 
materials as well as a number of other important building materials. The 
above figures are based on certain assumptions with regard to the effects 
of these measures. 

With regard to the allocation of building materials one of the prin- 
ciples has been to increase the stock-in-trade in order to make it possible 
to carry out building more rationally. Another principle has been that 
housing should be accelerated and enjoy a better priority than most 
other building and construction works. Thus existing buildings and 
plants are to be utilized as far as possible even in cases where new build- 
ings might have been desirable. Maintenance and repairs are to be 
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limited to what is strictly necessary. Next to these considerations the 
guiding principle has been to distribute building materials among the 
several trades in accordance with the policy which has been followed in 
elaborating the investment budget to which we shall revert presently. 

The budget for the trading o; goods and services vcith foreign coun- 
tries is concerned with imports and exports of goods and ser\’ices. The 
table below shows the imj)ort and the export program for 1947 as com- 
pared with the corresponding accounts for 1946 : 

IMPORTS AND EXPORTS OF GOODS AND SERVICES 


Imports: 

1946 
mill. kr. 

t9-f7 
mill. kr. 

Import of goods according to foreign 
trade statistic*) ( ships not included) 
Imports for purposes of defence 

Net imports of ships and major repairs 
(including floating factories etc.) 
Operating cx|>cnscs of whaling abroad 
Operating expenses of shipping abroad 
Expenditure for other ser%'icc$ 

1,942 

160 

415 

10 

400 

100 

2,450 

170 

565 

10 

450 

100 

Total 

3.027 

3.745 

(Rounded) 

(3,050) 

3,750) 

Exports: 

J 946 

mill. kr. 

mill. kr. 

Export of goods (ships not included) 
Direct deliveries of whale oil 

Gross earnings of shipping abroad 

Other services 

1,164 

35 

1,000 

80 

1.500 

65 

1,200 

100 

Total 

2,279 

2,865 

(Rounded) 

(2,300) 

(2,850) 


It w'ill be observed that the total imports of goods and services in 
1947 arc estimated at 3,750,- mill, kroner as against 3,050,- mill, kroner 
in 1946 and that exports are expected to amount to 2,850 mill, kroner, 
compared to 2,300 mill, kroner the year before. Thus, the impKJit surplus 
of goods and services will rise from about 750 mill, kroner in 1946 to 
about SKX) mill, kroner in 1947. In this statement imports of ships and 
major shipping repairs abroad have been calculated at 565 mill, kroner 
and the foreign exchange earnings of shipping have also been taken into 
account. 

The import program has been set up with a view of providing as 
much as possible of essential capital goods and other means of produc- 
tion. Imports of consumers’ goods have on the whole been reduced 
slightly in comparison with 1946. With regard to that part of the import j 
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which is included in the foreign trade statistics, capital goods have been 
estimated at 18.5% and imports of raw materials, building materials, 
and auxiliary materials, etc., at 68.5% of the total imports, as compared 
with 14% and 66%, respectively, in 1938. On the other hand, imports 
of consumers’ goods have been i educed to 13%^ as against 30% in 1938. 
The principal import items of capital goods include imports of trans- 
portation equipment, machines, appliances, and other productive equip- 
ment. In these fields the import figures from 1946 have been doubled. 
Under the program for rebuilding the merchant and whaling fleet, deliv- 
eries of ships from abroad will increase considerably during 1947. The 
heavy imports of productive equipment and materials are felt justified 
by the prospects of increased productive capacity and an expansion of 
the export industries that will provide the country with increased foreign 
c.xchangc earnings in the future. 

Much attention will be paid to the possibilities of increasing exports, 
particularly against dollars, Swedish kroner, and other hard currencies. 
Exports of wood and j>aper products and fish and fish products are ex- 
pected to yield a total of about 800 mill, kroner, which is 15-20% more 
than in 1946. Exports of whale oil are cxi>cctcd to amount to twice that 
of 1946, and a rise in exports is also anticipated in the case of metals, 
ores, and minerals. 

The jorcign exchange budget deals with Norway’s international bal- 
ance of payments classified by main currencies. This budget includes 
not only payments for goods and services, but also payments of interest, 
dividends, and capital transfers. 

The net expenditures in 1947 on interest and dividends has been es- 
timated at 50 mill, kroner. When this amount is added to the import 
surplus of goods and services in that year, one arrives at a total esti- 
mated current deficit on the balance of payments amounting to 950 mill, 
kroner, as compared with 800 mill, kroner in 1946. This deficit must be 
met by drawing on Norway’s disposable foreign exchange reserves, 
which by the end of 1946 amounted to about 1,500 mill, kroner, and by 
raising credits abroad. 

Besides having to meet the current deficit on the balance of pay- 
ments, Norway must provide foreign exchange for the Norwegian quota 
to the International Monetary Fund for repajTnent of installments on 
our foreign loans and other debts, and finally for the pa>Tnent of con- 
tractual installments on contracts for ships and machines under con- 
struction. 

The production budget shows the total production of goods and serv- 
ices and how it is made up of contributions from various sections of 
trade. The aggregate net production of all sections of the economy is 
equal to the national product at market value. On the basis of the dis- 
tribution of manpower and building materials set out in the manpower 
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budget and the budget of materials, and on the assumption tliat the effi- 
ciency of labour will improve in certain fields, a total national ])roduct of 
8,600 mill, kroner is considered a reasonable target for 1947. as com- 
pared with 7,850 mill, kroner for the year of 1946, i.e., a rise of al)out 
9.6%. Somewhat more than 300 mill, kroner of this increase is expected 
in manufacturing industries and in building and construction, ICK) mill, 
kroner in trade and business, 88 mill, kroner in agriculture and forestry, 
and 86 mill, kroner in whaling. The expected increase during 1947 is 
partly due to an anticipated rise in the level of prices. In terms of 
quantity the national product is expected to increase by 6 per cent. 

If this target is reached, the production of goods and sendees in 1947 
will exceed the highest pre-war level. It does not follow that the standard 
of living will rise correspondingly, partly because the population has 
increased and partly because a large part of the production is utilized 
for restoring, improving and expanding capital equipment. 

The budget of consumption deals with private as well as public con- 
sumption. Public consumption includes the current use of goods, labour 
and other services for public account which is not offset by an increase 
in the value of real capital in public ownership. 

Private consumption, which at the end of the war had fallen to about 
75% of the pre-war level, had already in 1946 recovered to a level of 
about 95% for the nation as a whole, and to about 91% when the in- 
crease in population is taken into account. As the satisfaction of the 
demands for consumption requires lalwur, materials, and foreign ex- 
change which might otherwise have been used for the benefit of recon- 
struction and housing, the government has attempted to retard any 
further increase in consumption, especially of lesser essentials. 

It is estimaied that private consumption will amount to about 6,500 
mill, kroner in 1947, compared with 6,200 mill, kroner in 1946. i.e., a 
rise of about 300 mill, kroner which is equal to 4.8%. However, these 
figures do not show the changes which have taken place in the quality 
and composition of the goods. According to the budget, the composition 
will be considerably more favourable to consumers in 1947 than in 
1946. As an illustration, there will be comparatively more eggs, meat, 
pork, and other high-quality household goods, and the supply of shoes 
and boots will be considerably improved. The utility effect of private 
consumption will therefore be greater than indicated by the rise in fig- 
ures from 1946 to 1947. But consumption will not, even in 1947, be as 
favourably composed as before the war, and the supply of clothes, shoes, 
and other private consumers' goods will remain below the pre-war level. 

Public consumption has been estimated at about 1,000 mill, kroner 
in 1947, compared with 1,100 mill, kroner in 1946. Public consumption 
includes such items as wages and salaries, current consumption of goods 
and services, maintenance and repairs, etc. The reduction in the govern- 
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ment consumption is mainly due to the reduced costs of defence, and 

reduced expenditures in connection with the occupation and the libera- 
tion. 

In the budj'et for 1947 the grand total of private and public con- 
sumption has been estimated at 7.500 mill, kroner, compared with 7,300 
mill, kroner^ m 1946. which corresponds to an increase of 200 mill, 
kroner or 2.7%. Even when the rise in prices is taken into account, these 
ng^iircs indicate a total consumption somewhat above the pre-war level 
Public consumption in the budget for 1947 is 13% of the total consump- 
tion. comparc<l with about 15% in 1946 and about 10% just before the 
war. This increase since before the war is mainlv due to the fact that 
the cost of defence is now a great deal higher. 

The investment budget for 1947 greatly exceeds that of 1946. Pri- 
vate net capital formation has been estimated at 1.550 mill, kroner 
against 1.000 mill, kroner in 1946. Public net capital formation is esti- 
mated at 450 mill, kroner in 1947, as compared with 300 mill, kroner 
in 1946. the increase of 150 mill, kroner being mainly due to the provi- 
sion of armaments. Accordingly, the grand total of private and public 
real capital formation in 1947 is estimated at 2.000 mill, kroner, i.e., as 
much as 700 mill, kroner, or 54% more than in 1946. Only a small part 
0 i this increase is duo to higher prices. 

This increase in not capital formation will be achieved partly through 
increased imports of capital goods, especially shijis. i>artly by increasing 
our domestic production of capital goods. 

The composition of net investments by main classes of economic 
activities IS shown in the following table : 

BUDGET OF REAL INVESTMENT IN 1947 


1 . Agricullurc and RardciniiR 
It. Forcstry 

III. Fisheries 

IV. Whaling and other catching operatio 

V. a. Manufacturing industries, mining. 

and handicraft.^ 

power plant.*! 

VI. a. Sliippiti^ 

^ Other means of communication 
vir. Commerce (slockdn-tradc) 
vin. riiK'incc 

IX. Hotel and catering 
X. Housing 

XII. Miscellaneous services 
Total 


tiiill. kroner 

percentagr 

70 

3.4 

5 

0.2 

30 

1.5 

iS 80 

3.9 

278 

13.7 

130 

6.4 

470 

23.5 

258 

12.8 

90 

4.5 

0 

0 

10 

0.4 

445 

22.0 

125 

6.2 

30 

1.5 

2,021 

100 


,j 
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Among the investments in productive equipment, shipping and whal- 
ing occupy a strategic position, the total investments in these sectors 
amounting to 550 mill, kroner, or more than one-fourth of tlic total in- 
vestments as compared with about 370 mill, kroner in 1946. The justifi- 
cation for these large investments is that reconstruction requirements 
are comparatively greater in this sector than iti other sectors, and be- 
cause these activities are essential to Norway’s foreign exchange earn- 
ings. 

In order of importance, manufacturing industries an<I electricity 
come next with a total of about 410 mill, kroner, corresponding to about 
one-fifth of the total investments. In 1946 the figure was about 250 mill, 
kroner. Here, the principal consideration has been to improve the ecpiip- 
ment of machinery, appliances, etc., for which building materials are 
not required. Great importance is attached to investments designed to 
increase the production of export articles and of scarce goods needed 
for reconstruction. Particular attention has been paid to the districts 
devastated by the war. The supply of electricity will be increased, mainly 
for the benefit of productive enterprises. 

The net investments in railways, tramways, motorcars, firelights, 
pilotage and harbour services, roads, postal ser\'ices, telephones, tele- 
graph, and wireless, add up to about 260 mill, kroner, corresponding to 
12.8% of the aggregate investments, as compared with about 200 mill, 
kroner in 1946. In this field also the principal objective has been to pro- 
vide the necessary equipment, while building and construction— except 
for reconstruction purposes — have been limited as much as possible. 

The calculated net investments in agriculture, forestry, and fisheries 
are only a small part of the aggregate investments, but compared with 
the relative needs for investment in these occupations, the amounts are 
actually larger than in many other fields, and larger than in 1946. In 
agriculture and forestry it is estimated that building activities will de- 
cline from 1946 but this decline will be more than compensated by the 
provision of machinery and implements which have been given a high 
priority. In the case of fisheries, the increase will be about 10 mill, 
kroner. 

In the case of commerce it has been estimated that stocks-in-trade 
will be increased by about 100 mill, kroner. Otherwise in commerce 
and finance, building and construction will be limited for the benefit of 
housing. 

The objective of the housing policy is to produce 18,000 housing 
units. In the budget of building materials sufficient quantities of timber, 
bricks, and cement have been reserved for this purpose. The rwson why 
housing has been given such a high priority is not only considerations 
of social welfare, but also because it is necessary, in many places, to 
build houses for workers and employees before new enterprises, or the 
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expansion of old ones, can be contemplated. This applies to the war 
damaged areas as well as to many other places. 

Today, a larger part of our economic resources will be required for 
purposes of defence than before the war. Here. too. as in most other 
fiekls. it has been attempted, in the first place, to provide sufficient ma- 
terials atul equipment, while building and construction has been limited. 

The total net investments during 1947 are above the average re- 
quired to restore, over a period of five years, the capital loss suffered 
(luring the war. In some sectors the whole loss has alreadv been recov- 
ered. but in others the re.storation will require more than five years. On 
the whole investment will proceed at a different rate in the various fields 
according to the relative importance of the investment in qtjestion from 
the iK>int of view of the whole community. 

The changes jrom IQ 46 lo 194 '; in production, imports, exports, 
consumption, and real investment may be summarised as follows: 

mill, kroner 


Increase in net national product 750 

Increase in imports of goods and services 700 

Increase in total supply of goods and services 1,450 

to be allocated as follows : 

Increase in private and public consumption 200 

Increase in jirivate net capital formation 550 

Increase in public net capital formation ISO 

Increase in exports of gocnls and services 550 

Total 1,450 


It will be observed that of tlte total estimated increase in supply of 
goods, 550 mill, kroner have been reserved for increased exports. The 
rest, amounting to 900 mill, kronor, will be used to the extent of 22% 
for consumption, and as much as 78% for real investments. The major 
part of the increase in resources available for domestic use will thus be 
applied to the restoration and development of the capital equipment. 

The increase in real investment is to some extent r^ected in a 
larger deficit on current account in the balance of payments, wlule the 
remainder means a greater rate of increase in the national wealth. This 
will appear from the following statement which shows an estimated in- 
crease in the national wealth during 1947 of 1,050 mill, kroner, com- 
pared with 500 mill, kroner in 1946. In other words, the increase during 
1947 is expected to be twice as large as in 1946. 

In appraising the value of these figures it should be borne in mind 
that the increase in the stock of private motorcars, furniture, clothing 
and other personal prope^, apart of dwellings, has not been included 
in the figures for net capital formation in 1946 and 1947. It is likely 
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mill. kr. 

nil//, kr. 


I9-}6 


Private net capital formation 

1.000 

1.550 

Plus net public capital formation 

300 

450 

Total net capital formation 

1,300 

2.000 

Less current deficit on balance of payments 

800 

950 

Increase in the national wealth (not includ- 

» 


ing personal property) 

500 

1.050 


that also this part of the national wealth will increase at a faster rate 
during 1947 than in 1946. 

The above statement show’s, inter alia, how capital formation will 
be financed. According to these calculations 950 mill, kroner of invest- 
ments during 1947 w’ill be met by the current deficit on the balance of 
payments, which is equivalent to a corresponding e.xpenditure from 
foreign exchange reserves and foreign credits. The remaining amount of 
1,050 mill, kroner will be covered, according to the budget, through 
domestic savings, which means a corresponding increase in the na- 
tional wealth. Accordingly, under the terms of the 1947 budget, savings 
will produce 53% of the capital formation, as compared w’ith only 38% 
in 1946. The foreign exchange sittiation will necessitate a reduction of 
the current deficit on the balance of payments in the future, leaving a 
still larger part of the capital formation to be drawn from domestic 
savings. 

As already mentioned, even when the national budget is set up as a 
program of economic policy it has to build on a series of assumptions. 
As an illustration, deliveries of new ships, machinery, other capital 
•equipment, raw materials and fuel from abroad will influence not only 
the extent of real investment and imports but also, indirectly, the size 
■of the national income. If deliveries turn out to be better than calculated 
in the budget, this will lead to larger imports', larger real investments, 
and a somewhat larger national income, while defaults will lead to 
corresponding reductions. Furthermore, a number of conditions de- 
termined by nature may alter the basis on which tlie budget has been 
founded, for instance, in the case of agriculture, forestry, and fishing. 

In setting up the national budget an attempt has been made to de- 
termine which factors of production are likely to represent bottlenecks. 
The most important of these today are manpower and building mate- 
rials. By making efforts for increased production and by making dis- 
positions according to a preconceived plan it is hoped that the un- 
favourable effects of these shortages will be considerably reduced. But 
other factors of production may also become so scarce as to have a 
restrictive effect on production and investment and thus necessitate 
modifications in the program which has been set up. 
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If a crisis should occur in foreign markets this will have to be offset 
by special expansive measures to counteract the contractive influence 
from outside. And even if there is no general turndown in world markets^ 
price developments may nevertheless affect the assumption on which 
the budget has been built. 

Hesides unforeseen changes in deliveries of goods from abroad, the 
natural conditions, unexpected developments of scarcity factors, and 
changes in the tenus of trade, there are a numl>er of other circumstances 
which may create differences between the budget estimates and the 
actual figures as shown by subsequent accounts. Thus it will be neces- 
sary to make adjustments in a number of budget items if there should 
be changes in taxes, ])rices, and wages that prevailed at the turn of the 
year and which have been taken as a basis for the calculation, or if the 
increase in productivity should fail to materialize or be larger than 
assumed. 

In the practical application of the national budget these ciraim- 
stances will be borne in mind. The plans will be modified, and the eco- 
nomic policy adjusted accordingly, so far as this should be required 
when changes ocair in the conditions and assumptions on which the 
budget is built, and as and when better information is available or more 
experience is gained. 



Chapter XVI 


The Netherlands: Planning under 

Duress 


Introduction 


I N THIS chapter we reproduce the major part of the hirst Memo- 
randum on the Central Economic Plan 1946 and National liudget 
1947, the product largely of the brilliant Dutch economist, Professor 
J. Tinbergen. Planning in the Netherlands was clearly the product of 
distress. Occupation had seriou.sly reduced new investment and led to 
deterioration of existing capital; and for September 1945, productivity 
was estimated at but 57 per cent of pre-war output. Even for 1946, the 
plan called for consumption of 74 per cent of 1938, an amount that 
greatly exceeded the percentage of output in 1946 relative to 1938 — 
inter alia, because savings would be a relatively small part of income for 
1946, and consumption in part was of durables, not currently produced, 

A feature of the plan is the assumption of maximum freedom of 
choice. “If the goods available correspond with those in demand, the 
greatest possible harmony w'ill be achieved.” But this freedom of choice 
is to operate under the controlling principle that first things come first. 
If consumption is to be cut, it is necessary that production of the least 
essential items be stopped first. 

Yet the plan yields a curious mixture of control by planners and con- 
sumers’ sovereignty. Thus, the consumer >s to be allowed more durables 
than might be suggested by the relative level of income in 1938 and 

36t 
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1946, for his inventories have been exhausted, but less than might be 
suggested by tlic amounts held in 1938. Here the architects of the gov- 
ernment determine tlie supplies to be subject to consumer decisions. 
Rut note the following : where, despite the very large reduction in in- 
come, the public needs small quantities of goods for hygienic and cul- 
tural purpose.s, the curtailment should not be drastic. It is not assumed, 
furthermore, that it would be expedient to reduce consumption greatly 
of goods required to maintain the social position of the consumers. 

In short, the sovereignty of the consumer should continue to play 
a large part in the allocation of economic resources. Again, since prices 
no longer serve their usual function in scarce markets, the consumer 
cannot make the adjustments unaided. It is, therefore, necessary' to have 
rationing. 

In view of the acute shortage of capital, the nation’s budget provides 
for a relatively small amount of consumption and much capital. Ap 
proximately 10.2 billion guilders, the national output, were to be avail- 
able in 1946. Consumption excluding indirect taxes was to account for 
but 50 per cent; net capital formation, 20 per cent; and public authori- 
ties, 30 per cent. Actually the results attained were not so good as had 
been anticipated and investment was greatly curtailed and consumption 
somewhat reduced in relation to the early 1946 estimates. 

In a capital-star\'ed economy, it is necessary in the early years of 
reconstruction to invest heavily. By the use of multiple shifts, by ex- 
cluding investments that would not yield consumers’ goods within a few 
years, and by ingenious incentives (e.g., a subsidy on housing to be 
levied on landlords, who are to be allowed to charge higher rents), the 
planners would both economize on capital and provide the incentives. 
With the passage of time, both capital and government would absorb a 
declining part of the product, with consumption within a few years ex- 
ceeding the pre-war level. 

“The money flows should be in equilibrium with the flows of goods, if 
inflation on the one hand and unemployment on the other hand are to be 
avoided.” Among the paths to monetary stability were to be a savings 
program, both voluntary and compulsory, which would preclude mone- 
tary' hoarding, a monetary purge (already eflfected), measures militat- 
ing against excessive exchange of wealth for money and consumption 
goods, a structure of costs in relation to prices which would assure the 
use of idle cash by the capital market. 

This brief summary highlights this ingenious economic plan. 
Proudly the authors disdain large foreign credits which would raise 
serious exchange problems later, and oppose an increase in the value 
of the guilder on the grounds that the recovery of export markets de- 
pends on price concessions compatible with falling, not rising exchanges. 
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First Memorandum on the Central Economk 
Plan 1946: Introduction’ 

Central Economic Plan 

This plan is to be drawn up at regular intervals for the purpose of 
co-ordinating the government policies in the economic, social and 
financial spheres. In terms of the bill dealing with this subject, and sub- 
mitted to the Second Qiamber of States General on 24th March 1946, 
the plan should contain e.g. groups of figures relating to the volume of 
production aimed at, the expected price level and its presumable trend, 
the national income and its components, the spending of that income, 
and all further items of importance for the purpose indicated. The 
Central Economic Plan should therefore consist of a harmonious com- 
plex of estimates and directions. 

The drafting of such a plan is the Central Planning Bureau s 
task. . . . 


Concept Plan 

In spite of these difficulties, = the labours of the c.p.b. have now so far 
advanced, that with the defective means at its disposal it has been able 
to draw a global, if in some essential points still incomplete picture of 
the existing situation. On this basis, a concept plan has been designed. 
Together with a number of alternatives, this plan, embodied in an ex- 
tensive memorandum, has been submitted to the Council of Ministers in 
April 1946. Upon confirmation of the most essential figures by the 
Council of Ministers, the c.p.b. will draw up a definite Central Plan 
1946 which is to guide the agencies charged with the planning for the 
individual sectors of the national economy. Only upon completion of 
tins more detailed plan will a full co-ordination of the plans of the 
various ministerial departments become possible. 


With a number of departments in charge of the government’s eco- 
nomic, social and financial policy the c.p.b. entertains close relations, 
which enables a tuning of the plans of these departments to the pos- 
sibilities existing within the limits of the Plan 1946. For example, the 
c p B. is represented in the Interdepartmental Committee on Wages and 
Price Policy (Social Affairs), in the Priority Committee on Recon- 
struction (Public Works and Reconstruction), in the Committee for 
Capital Movements (Finance), and in the Bank for National Recon- 


tral 


» Central Planning Bureau of the Netherlands : First Memorandum on the Cc^ 
^n^ie Plan 1946 and National Budget (The Hague, Sept. 1946). pp. 5-47. 
• Discussed in a previous section and omitted here. 
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struction. Further, the c.p.b. frequently checks with the Planning Sec- 
tion of the Department of Trade and Imlustry, as well as with the Depart- 
ments of 1 raffic and Power, of Agriculture, Fisheries, and Food Sup- 
ply. In this connection it may he mentioned that the current import and 
export plans fairh' well agree — at least in their aggregate — with the 
Plan 1946. The same is the case with the foreign exchange balance. As 
to the accuracy of the foreign trade plans in respect of the classes of 
goods concerned it is not, however, possible to express any judgment at 
the present moment. 

If thus, almost imperceptibly, a certain co-ordination has taken 
place, it catmot be said that complete co-ordination has been achieved, 
because some of the ministerial departments could not yet muster ade- 
•cjuatcly determined plans. As the Planning Bureau is getting into proper 
working order, the approach to the departments and the formulation of 
their plans can be more conveniently adjusted to the needs of co- 
ordination. Thus, for example, the question may be considered whether 
the im|)<)rt and the comprehensive renewal of railway materials arc in 
accordance with the general economic condition of the country. 

I'urthcr, it is intended to periodically revise the plan, and to submit 
fresh figures reflecting the influence of new facts entering into the 
picture. . . 

BneJigroutuI 

For a better understanding of the figures and the comment to be 
made thereon, it is desirable to sketch in a few lines the background of 
the present economic situation. This background consists of the disloca- 
tion caused by the war. In the economic sphere this may be described as 
follows: (a) losses of population and labour forces, both in quantity 
and quality; (b) loss (or temporary destruction) of soil; and (c) loss 
of stocks, both of consumers’ and producers’ goods, in the broadest 
sense. The latter are usually indicated as capital losses ; speaking eco- 
nomically, they are the most important of the three named. These losses 
signify that less can be produced, while on the other hand, next to the 
normal current needs there is a strong additional demand for all kinds 
of goods : the depletion of the stocks of consumers’ goods as well as the 
damage inflicted upon and the omitted renewal of the productive ap- 
paratus require repair and replenishment. 

Apart from the losses suflFered in this country there are the difficul- 
ties experienced abroad which allect our national economy. The supply 
of foreign goods has become much more difficult. Besides, the circum- 
stances of war and its aftermath require various kinds of interference 
by the authorities, engaging part of the productive forces. 

— - • 

• In an omitted paragraph, tlie provisional nature of the plan is indicated. 

N 
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Transitional Difficulties 

During the occupation, the Xethorlaiuls national economy was cen- 
trally directed under foreign domination and for other purposes than 
now pursued. Although during the first years of scarcity economics 
after the war. central direction remains just as ncccssar}*. an important 
reorientation is imperative. For this reason we arc now passing tlirough 
a transitional period, during which all forces have not yet found their 
proper application. However, in the sphere of production, imports and 
exports, a purposeful planning will only become jxissible wlicn. after 
consultation between the authorities and business circles, the central 
plan has taken definite shape ; when the resulting directions have lx‘en 
passed on to the subordinate planning agencies atul translated into 
measures ensuring the execution of the plan. As it will take some time 
before .such measures overcome certain frictions and delays, it may well 
l>e assumed that the stage of fully csUblished planning can only be 
reached in the course of the second half-year of 1946. Meanwhile life 
is going on, and before this stage is reached, many measures will have 
been taken which — more especially in the matter of our foreign rela- 
tions, such as credits, imports and exports contracted— will be found to 
be irrevocable, and will no doubt impede more or less the realization of 
the central plan. Consequently, the concept Plan 1946 unavoidably bears 
a dual character. Only gradually economic life in this country will fol- 
low the path of its most desirable development. For the preceding pe- 
riod, the plan plots the development that may be expected without a 
carefully considered, purposeful and centrally directed planning. 

Available Means 

The object of the plan figures is to establish in what manner an 
optimal satisfaction of the Dutch people's needs can be achieved. This 
])roblcm should, how’ever, be viewed over a period of sufficient length 
so as to avoid "short-sighted” decisions. The starting point should be 
the consideration that the total quantity of goods and services, becoming 
available for distribution, must be equal to: (a) current production, of 
which a portion may be exchanged with foreign countries: (b) import 
on credit or against sale of foreign balances or investments; (c) repara- 
tions, recuperation; and (d) consumption of capital in a physical 
sense i e the depiction of stocks or the wearing out of plant without its 
renewal. It is clear that this possibility is undesirable, though not always 
avoidable under present circumstances. 

Of the sources named, that of production— as will presently become 
apparent— is the most important. Production is achieved by co-operation 
of labour, land and capital, but— in a country with few raw materials of 
its own not without a possibility of acquiring raw materials abroad in 
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exchange for exportable goods. In the case of the Dutch economy, there- 
fore. productive capacity of each branch of industry and its com- 
ponent factors should be considered, as well as possibilities of import, 
export, and acquisition of foreign credits. 

In practice, it is mostly possible to work on more exact data. So, for 
example, for a branch of industry with sufficient equipment, production 
may be determined by the number of skilled labourers available and 
their productive capacity. Such is, approximately, the case in the coal 
mines, where at present the labour factor represents the bottleneck, on 
which everything depends. For a branch of industry with sufficient 
labour supply, the extent of the plant together with, perhaps, the ef- 
ficiency of the labourers, may be determinant. To obtain an idea of the 
possible production of the national economy as a whole, assuming that 
the means of production are adequate, an estimate may be construed 
from the average productivity in a number of industries and the total 
number of labourers employed. Insofar as various means of production 
arc complementary, the capacity of the scantiest will determine the 
productivity of the whole. In a sense, such is just now the case in this 
country with coal (including some other forms of power derived from 
it). Therefore the possibilities of power supply are of particular im- 
portance. The same may be said of the possibilities of transport, the 
imi)ort of raw materials and the supply of skilled labour. 

Workiug Method 

The method followed is this, that in the first instance an estimate is 
made of the possible total production, based on the available quantity of 
labour and its productive capacity, taking into account such factors as 
might cause a bottleneck. Having thus fixed the approximate supply of 
goods and services at the disposal of the Ketherlands national economy, 
it is further examined what demands are likely to be made on this na- 
tional product in behalf of: (a) consumption (pp. 375-76); (b) recon- 
struction and other investments (pp. 376-84) ; and (c) public authori- 
ties (p.384). 

Moreover, directions will be given for the order of urgency, in which 
these demands are to be considered. By confrontation of possibilities and 
demands, if possible for a number of years, it may be determined which 
demands can be satisfied (pp. 384-90). These considerations concern the 
flow of goods and services. Next, however, attention should be given to 
the monetary factor, in order that it should not exert any undesirable in- 
fluence upon the real course of events (pp. 385-87). Thereafter an at- 
tempt will be made to group the plan figures in a convenient manner 
after the methods of the national accounting (pp. 388-89). Further, 
some attention will be directed to\vards a number of alternative possibili- 
ties (pp. 389-90), while the most important results will be summarized 
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in a few conclusions (pp. 391-92). Finally, possible bottlenecks and 
some statistical desiderata will be discussed in two appendices. 

I'he National Product and Other Means 
The Natioual Product 

Method of estimating. The estimating of the national product, as far 
as formed in the enterprises, by means of the available forces of labour, 
is based on the estimated value of production in 1938, corrected for 
changes in: (a) the extent of the population engaged in trades and pro- 
fessions (occupational population) ; (b) the proportion of the occupa- 
tional population actually engaged (employment) ; (c) the average pro- 
ductivity of labour; and (d) the average price level of the goods 
produced. 

The portion of the national product consisting of services rendered 
by public .servants (including the defence forces) and of capital in- 
vested in the public econonty, is estimated in a tlilTerent manner (pp. 
376 ff.). The public enterprises are not included in the public .sector, but 
ranged among the enterprises. . . .* 

Productivity of labour. The productivity of labour is the quantity of 
product rendered per time unit by all persons engaged in the process of 
prtxluction. For persons engaged in industry, agriculture, fisheries, 
tratle and transport in 1946 this productivity was originally estimated 
by the Central Planning Hureau at an average of 85 per cent of the 1938 
level, this estimate being partlv based on private information. Work- 
ing on the same information, the productivity in the last (juarter of 
1945 was put at 70 per cent of 1938. Since then, however, the Central 
Bureau of Statistics supplied various data indicating that towards the 
end of September 1945, productivity must have approximated 57 per 
cent. This would mean, that it rose from 57 to 70 per cent within a 
month and a half. Even when making allowance for the effects of the 
monetary purge as well as for the fact that the rise in productivity of 
labour is likely to slow down, such a rise m so short a period must be 
considered improbable. The figure 70 is therefore thought to be too 
high, and consequently the estimate for 1946 has been brought down to 
an average of 80 per cent of the 1938 level. This average may eventually 
be found to reach a higher point, if the effect of factors, depressing it so 
far below the level of 1938, should prove less serious than is expected at 
the present moment. 

Such factors are the shortage of skilled labour, about which no data 
are available, and the present scarcity of foreign exchange resulting in 
a prolonged deficiency of certain raw materials. Eventual difficulties in 

•Two omitted paragraphs give a detailed discussion of the manner of esti- 
mating the occupational population and employment 

24 
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both these respects have been discounted in the estimated productivity 
of labour. 

1 lie data discussed in Annex I of this memorandum ® suggest a 
reasonable chance that neither difficulties of transport nor lack of j)o\ver 
will endanger this program. The c.p.b. is therefore of the opinion that, 
if every effort be made, there will in fact be sufficient transport and 
power. Accordingly, this will henceforth be assumed to be the case. 

Price Ict'cls. The factor cost consists of the cost of labour and other 
costs. The income per hour being put at an average of about 165 per 
cent of 1938, the level of labour costs for 1946 is estimated at about 200 
jier cent of 1938. 

.\s. for the present, other costs, compared with 1938. will have in- 
creased less than labour costs, the total costs may be assumed to reach 
180 per cent of tlic 1938 level. 

The price level of im/>ortcd razo nialcria/s and scmi-tiiatutfaclurcd 
goods has been determined as follows. For the estimated industrial im- 
ports in 1946, which will for one half originate from the Western 
hemisphere and for the other half from Europe, the price level stands at 
294 and 230 per cent, respectively, that is at an average of 262 per cent 
of 1938. while (he price level of the estimated agrarian imports, form- 
ing a quarter of the total estimated volume of imports, stands at 298 
per cent of 1938. so -that the average general price level comes to 269 
j>er cent of 1938. .-Mlowing for a fall of the very high freight tariffs, 
which at the beginning of 1946 stood at a level of 415 per cent of 1938, 
and for a slight fall of world prices of raw materials, the price level of 
these imported goods has been put at 269 per cent of 1938. 

Summarizing the foregoing computations, ami assuming the physical 
import quota to be the same as in 1938, when it amounted to 23 per 
cent, the price level of this country’s total gross f>roducl~by which are 
meant the goods and scr\’iccs becoming available to the consumer in or 
for export from the Netherlands, excluding, however, services rendered 
by any government authorities— comes to 0.23 X 260 plus 0.77 X 180 = 
about 200 i>cr cent of 1938. It goes without saying that this figure is no 
more than a rough approximation. 

1 he various kinds of products, composing the gross national product,, 
have not. moreover, the same price level. Goods made up of costly raw 
materials, as for example in the building trade, or those manufactured 
m an industry where the productivity of labour is low, will have risen 
relatively more than 100 per cent in price. Services have risen less, upon 
the whole. On p. 387 it is assumed that the level of rents will have to 
rise m 1946. It would be desirable, however, only to allow such rise ac- 
cording as It IS compensated by price reduction resulting from a rise 


•Omitted here. 
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in the productivity of labour. In this way it may be possible to keep 
the price of the “cotistoner's packet” well under 200 per cent of 1938 — 
at any rate if the increase of indirect taxation be tieglected. 

Assuming that such taxes will weigh especially upon non-essential 
consumers’ goods, the cost of living index of the lowest income groups 
may be put at 185 per cent of 1938. 

In all these calculations it is assumed that tlie subsidies still being 
paid at present to lower the costs of living, will be gradually abolished. 
If this is done in due relation to the increase of labour productivity, it 
will be possible to avoid too big a rise in the cost of living. 

For the public services it is difficult to speak of a price level. 

Net product of enterprises in 1936 '. From an unpublished Memo- 
randum of the Central Bureau of Statistics on “Xational Accounting: 
purpose, problems and results” (Sept. 1944), relating to 1938, the in- 
come from productive services of all enterprises in that year may be 
computed as follows ; 

NET PRODUCT OF ENTERPRISE.S IN 1938 
(m millions of Glds) 


1. Payments to productive agents (including payments for 

pensions and social insurance) 4,131 

2. Internal financing of companies 240 

3. Profits of public enterprises accrued to State. Provinces 

and Municipalities 5<) 

4. Interest and repayment by public enterprises to authorities 96 

5. Other payments to authorities (excluding indirect taxes*) ISS 


4,678 

Deduct ; Subsidies paid by public authorities to enterprises 62 


4,616 

Volume of production and net value of production in 1946 . In view 
of the available forces of labour the volume of production in 1946 may, 
from the foregoing, be put at : 0.98 X 0.80 X ®V84 ’ = 0.83 X the 
volume of 1938. 

The net value added of production, the so-called national product or 
the additional value of the Netherlands national economy may now be 
calculated as follows: the “available occupational population” will pro- 
duce: 0.83 X 1-80 X 4,616 million Glds. = 6,900 million Glds. 

This amount is only partly being paid by the enterprises to the fam- 

•Thc exact nature of this item was not quite known upon completion of this 
memorandum. Possibly, part of it will have to be inserted elsewhere, and cor- 
responding alterations in the calculations may be necessary. 

^i.e.. Percentage of occupational population x percentage of laiwur produc- 
tivity X relation to employment quota. 



370 


ECONOMIC PLANNING 


ily households. It also includes the internal financing of companies and 
payments hy enterprises to the authorities (excepting indirect taxes), ‘ 
l»oth items are dilTicult to estimate for 1946. They have been roughly 
put at 900 million Glds. together, allowing for tlic general rise in prices 
since 1938 ami for the probable fall in profits due to the lowered pro- 
duction. On the other hand, payments made to family households should 
he increased hy the anioutit of subsidies {granted to enterprises viz. 100 
million Glds. The i)roductivc incomes paid by enterprises to the family 
households should therefore he put at 6.100*niillion Glds. The value 
I)roducc‘d hy the civil military and public services niav he deduced from 
the amount of salaries paid and from the interest on capital invested in 
the public sector, and put at 1,430 million Glds. (see p. 3R3). The total 
value of production conics therefore to wm7//oii Glds.^ 

Other Means 

Apart from their own production, the Netherlands will he able to 

some other sources, which will now be ex- 
amined. 


Reparations and recuperation. As a first source should he named 
reparations ma<lc by Germany. It is assumed that coal, electricity, and 
gas can he supplied. This will probably involve amounts remaining 
within 100 million Glds. in all. Moreover, it is even very questionable 
whether such supplies will take the form of reparations. In this global 
summary they will, therefore, he inserted merely “pro memoria.” To be 
on the safe side, possible reparations in the shape of industrial plants, 
ships, etc. are also mentioned pro inemoria. . . . 

Home consumption of capital. A second possibility is the home con- 
sumption of capital. Unexhausted stocks, it is true, are hardly available 
anywhere, hut the use of means of production without their renewal is 
still possible within certain limits. It goes without saying, however, that 
this source should be drawn upon as little as possible. 

Use of foreign balances. Upon de-blocking, certain liquid balances 
held abroad can be used for the payment of imports. For this purpose, 
about 600 million Glds. are available, in the following proportions: in 
the United States 120 million $—318 million Glds.; in Great Britain 30 
million £ — 321 million Glds. 


Foreign credits and liquidation of foreign assets. The taking up of 
foreign credits is another possible source of financing. It is desirable to 
make use of this possibility, though with caution, as sooner or later such 


A « th! V,’ from foreign investments is included in this figure. 

d^fficS t o * "laf«vely small portion of the whole aSd is 

csSeJ T ^Prcssly dealt with here. The next section 

estimates gross product, i.c., net plus unports. 



THE NETHERLANDS: PLANNIKti UNDER DURESS 


371 


credits will have to he repaid. This will only be possible by a stimulation 
of exports, which requires relatively low prices of our export products. 
In view of the relatively low elasticity of the demand for our products, 
a considerable price margin of some tens of per cents will be found 
necessary for this purpose. If such a difference in price with goods com- 
peting in the world markets is to remain within bounds of economic and 
social reason, the credits, too, will have to be kept within moderate lim- 
its. Calculations made by the Central Bureau of Statistics show that the 
transfer capacity of the Netherlands allows tlie taking up of foreign 
credits or the liquidation of foreign assets to the e.xtent of about 6,000 
million Glds. in the aggregate. Of this sum, about 1.000 million GUIs, 
have been used already in 1945. In the light of these figures, it seems 
justified to take up about 2,000 million Glds. in 1946, including the use 
of balances abroad. In order to satisfy certain minimal demands it will 
be desirable, as will hereafter become apparent, to take up at least 1,200 
million Glds. An amount of this magnitude will not be wholly obtainable 
in the form of new credits. It will be necessary, therefore, to deci<le 
upon a partial liquidation of foreign assets.® 

Recafnlulation 

Summing up, we arrive at the following statement of means, avail- 
able for the satisfaction of requirements in 1946: 

Home production 


(in millions Glds.) 


(a) By public authorities 

1.400 

(b) Other production 

6.900 

Recuperation 

100 

Use of foreign balances 

) 

Foreign credits 

} 1,800 

Liquidation of foreign a5.scts 

J 


Total 10,200 

According to the spending programs to be discussed in the follow- 
ing paragraplis, this total of means will be fully required and will have 
to be distributed as follows: 

(a) consumption excluding indirect taxes 5,200 million Glds. 

(b) net capital formation 2,000 u >• 

(c) public authorities 3,000 „ 


* There follows a detailed discussion of the manner in which the 1,200 million 
Glds. arc to be obtained. 

“A supplement (not reproduced here) as of September 19^, puts the national 
product at 7,400 instead of 8,300 million Glds.; foreign credits 1,300 instead of 
1,800; consumption 6,000 instead of 6,300; and capital formation, 1,000 instead of 
2,000 million Glds. 
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Public Economy 
/ he Estimates Defined 

To oljtaiti an idea of the contribution to the national product sup- 
pliefl liy tlie military and civil authority personnel, and by the capital 
invested in the public economy, as well as the demand made by tlie 
authorities upon the national product, it is neccssarj’ to gather an itn- 
jiression of the total public expenditure to be expected in 1946. . . M 

Conclusion 

rhe contribution towards the national product, provided by the pub- 
lic sector excepting the public enterprises ami reconstruction, may there- 
fore he put at 1.430 (1.240 plus 190) million Glds., while the demand 
it makes upon the national product equals 3.(M0 millions. 


Harmony 


The Extent of Consumption 


To ensure the greatest possible satisfaction of demand from the 
available producti^* powers, the distribution of such powers over the re- 
spective branches “f activity should show a certain harmony. This ap- 
])lies to distribution over the main sections of economic life such as the 
spheres of consumption and investment, as well as distribution within 
each of these sections. 1 he purpose of this principle and the way in 
which it may be applied, may be clearly illustrated by the exaihple of 
the sphere of consumiition, as to which harmony implies that managed 
economics slundd follow the consumer’s preference as nearly as pos- 
sible. 


The total quantity of goods available mav be expressed in a certain 
money value by taking the prices of 1938 as basis. The higher this value 
per average household, the greater will be satisfaction or prosperity. 
Every thinkable satisfaction of demand corresponds with a certain in- 
come. expressed in prices of 1938. If this income is the same as on 
average became available in 1938. namely 2,200 Glds. per household, 
tlicn it may he said that the comparative utcome is 100 per cent of 1938 
and that a corresponding level of prosperity has been reached. If the 
satisfaction of demand corresponds with an income amounting to only 

60 per cent of that received in 1938, then the comparative income is 60 
per cent and so on.‘* 


oot includcd. and a table summaruing public ex 
ferr^Jd^ncomes**'^*^^ follows: wages and salaries, interest, materials, and trans 

'*A table of public expenditures is left out here. 



THE NETHERLANDS: TLANNING UNDER DURESS 


373 


Elach level of prosperity implies a certain optimal spending of in- 
come on various kinds of goods. If the goods available correspond with 
those in demand, the greatest |)Ossible harmony will be achieved. ( )ne of 
the characteristics of such harmonious distribution of goods is tliat in 
the event of a fall of the prosperity level the consumption of tlie most 
essential goods is curtaile<l less than that of the less essential ones, sug- 
gestive of luxury. It is part of the plan to meet such preferences of con- 
sumers as far as pos.sible. We may visualize this in the shape of “con- 
sumer's packets” of various composition, w’hich \vc shall call packets T, 
II, III, etc., each corresponding with a certain prosperity level. If packet 
I contains goods of the lowest prosperity level, packet II those of a 
higher one, and so on, then the goods of packet I are more urgently re- 
quired than those which have been a<lded thereto in packet 1 1. Still less 
essential are the goods added in packet III, and so on. 

Necessary Adjustments 

In jirinciple the comijosition of these “packets may be gleaned 
from family budget statistics complied by the Central Bureau of Sta- 
tistics, which arc supposed to reflect the differences in the coti.sumer’s 
preferences at different incomes. Certain corrections should, however, 
be made to the figures arrived at in this way. 

(a) The war has caused considerable arrears in the supply of dur- 
able consumers' goods. With a given provision of non-durables goes a 
certain inventory of durables, the use of which really forms part of cur- 
rent maintenance. Just as urgent, therefore, as the purchase of a quantity 
of non-durables (for example bread) belonging to a comparative in- 
come of 60 per cent, is the possession of durables such as, for instance, 
shoes, which correspond w ith that prosperity level. The extent of such 
inventories may be gathered from a return complied by the Committee 
of Iiujuiry into War Damages in Rotterdam. Owing to the neces.sary 
additional purchase of durables the comparative income will he lower 
than the actual income required to attain the corresponding level of 
prosperity. 

It is (juestionable, however, whether the actiuisilion of durables 
should indeed be allowed to reach a point corresponding with the 
comparative income of 1938. When a durable commodity is bought, 
future services are, in a sense, bought simultaneously, and it is very 
likely tliat the appraisal of these future services has declined ; m other 
words, tliat the momentary need has raised the individual rate of in- 
terest. It is next to impossible to fix the exact proportion in which dura- 
bles and non-durables should be demanded. Nevertheless, an attempt 
has been made to take this into account as nearly as possible. 

Further it may be pointed out that, in the matter of arrears, the 
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sufTercrs from war damages and the families newly formed durinir the 
war ought to have priority. 

(b) The degree of scarcity of the various goods is different. There 
arc goods, and e<^i)ccially services, which even now are free. There are 
otluTs. for instance coal, which are c.xtraordinarily scarce. The propor- 
lon in which the goods are included in the '‘packet” should be adjusted 
to such plenty or scarcity. This should be done by way of rationing, for 
m prcsenl circum.stances price is no longer an indication of scarcity, so 
that the consumer cannot effect the adjustment by himself. For’ free 
goods It is assnnicd that these are being consumed in the same quantity 
per liea<i as m 1938. For an item like house rent we assume that total 
tonsump mil ecpia s that of 1938. seeing that the available living space 
IS only little less than it was in 1938. ^ 

f. . scarcity constitute durable goods. The scarcity 

tactor for these is the element capital. • ^ 

'‘i'"\'>cr of commodities covering liyffieuic and cultural de- 
11 atuls are iised m very small quantities by people living on a low level 

I ^ '^i‘^ niatter of high importance, that consumption in 
tins case should not ho curtailed as drastically as would follow from the 
family budget statistics. 

(d) Likewise there are goods and services, consumption of which 
wldch"a Aml'r "P"" social position in 

that tlicir consumption will he reduced to the extent suggested by the 
fannly budget statistics. Here a medium path has been diosem 

Durable Comumers' Goods 

Lmo<k^nt7;r)''"'7 consumers* 

gmds ijchcal influences have been eliminated, which in the Inidiret 

statistics is expressed by relatively few purchases of a number of durable 

consumers’ goods in 1935-36. when the i.u.uiry was bcinXd Fur her 

goods nheed ^ V f In distributing ,hc ration of durable consumers* 

bmuirV I dd h^r ^ 1"^ preliminary results of an 

n luiry held by the Central Unreau of Statistics into the preferences 

goods could be used. The result of calculations relating to durable ron 
suniers goods is summarized in the table below. 

Non-Durable Consumers' Goods 

The above corrections mentioned under (b) to fd) result in an ev 
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TOTAL DEMAND FOR VARIOUS DURABLE CONSUMERS’ GOODS IN 1946 


(on comparative >ncomcs of ^ and 60 per ccmt respectively, expressed in millions 
ot Olds, at prices of 1938 and in percentage of consumption in 1938. respectively.) 


Class of Goods 

1 In mill. Glds. at 

prices of 

In per cent of 
consnwptiou in IQ^S 

1 40 pa. 

6 o pci. 

40 pet. 

1 60 pet. 

1. Clothes 

: 255.2 

^ 385.8 

81 

122 

2. Footwear 

1 55.5 

83.6 

94 

142 

3, Furniture 

43.4 

72.7 

39 

1 66 

4. Household textiles 

91.1 

141.8 

88 

1 138 

5. Floor-and wallcovering 

57.9 

93.4 

85 

136 

6. Kitchen and table utensils 

27.6 

1 44.5 

55 

89 

7. Stoves and heaters 

21.2 

37.2 

SO 

89 

8. Tools, washing and cleaning 





requisites 

6.3 

10.1 

18 

28 

9. Sundries 

73.5 ; 

111.5 


4 • • 

Total * 

631.7 

980.6 

74 

115 

of which : 





accunnilatod demand 

305.7 

461.2 



allowances to war victims 

42.7 

73.4 


^ ^ 

1 ^ ^ 


Food 


With regard to foodstuffs, the question has been examined, which 
comparative incotne corresponded with the rations of November 1945. 
This appeared to he the comparative income of 40 per cent, which for an 
adult comes to 2,073 calories a day. Therefore it may be concluded that 
this level, at least for foodstuffs, represents a minimum that ought to be 
reached in any case. Should it he found necessary to maintain so low a 
level of prosperity, then the food value of the foodstuff “packet" can 
only be raised by means of the best possible composition of this 
pa<^et, as regards the products included, and by selecting cheaper 
qualities whenever possible, thus allowing larger quantities to he dis- 
tributed. 

Recapitulation 

Finally, the table below presents a survey of the total money value 
of consumption in the case of different comparative incomes, at 1938 
prices. It appiears that in order to attain a prosperity corresponding 
with a comparative income of 40 per cent — which for the reasons stated 
must be considered a minimum — after deduction of the indirect taxes 
prevailing in 1938 (11.9 per cent of the aggregate value of goods and 
services consumed), an amount of 5,150 million Glds. will be required. 

Looking into the figures of this table, and allowing for an increase 
of population in the period 1938-46 of 7 per cent, we find that the total 
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TOTAL VALUE OK CONSUMERS* GOODS DEMAND 


(at various comparative incomes, in millions of GIds. at prices of 1938) 


j 

1 

1946 

ms 

1 

40 

50 i 

60 

?0 

So 

90 

100 

100 


j pet. 

pet. ' 

pet. 

pet. 1 

pet. 

pet. 

pet. 

pet. 

J. l*'cx)dstuffs 

2. Other non-durable 

1250 

1360 

1440 

1 

1530 

1590 

iwo 

1680 

1600 

consumers' goods 

3. Durable consumers* i 

1280 

1 

1330 

1380 

1440 

1500 

1560 

1620 

1540 

goods 

i 630 

1 

820 

980 

1140 

1490 

1850 

2220 

850 

Total (some errors— cd.) 

1 

3160 

3510 

3348 

1 3621 

1 

4035 ' 

4449 

1 

1 

4863 ' 

1 

3990 

Indirect taxes (1938 rates) i 

376 , 

418 

452 

' 489 1 

545 

1 

601 

1 

657 

475 

Total cxcl. indirect taxes 

In mill. Glds. and at prices 

1 

2784 

1 

1 

3092 

5.72 

2996 

1 

3132 

6.70 1 

3490 

7.46 

3&18 

4206 

3515 

oJ 1946 ( 1. 85 X those of 
1938) 

5.15 ' 

1 6.19 

8.23 

9.00 

1 

1 . . . . 

% 

1 

1 



consumption per head in 1946 will amount to 74 per cent of that in 
1938. For the respective classes of goods these percentages will come to; 
73 per cent for foodstuffs, 78 per cent for other non-durable consumers’ 
goods, and 69 per cent for durable consumers’ goods. That these per- 
centages all exceed 40 per cent may be attributed to three causes viz. : 

(a) the item durable consumers’ goods includes current consump- 
tion as well as the accumulated demand.; 

(b) for reasons explained above, the item non-durable consumers' 
goods had to be corrected by an increase ; 

(c) savings are less in the case of the lower than in that of the 
higher incomes, so that in the former case the amounts on consumption 
is relatively higher than in the latter. 

Capital Fonnation 

General Principles 

A harmonious program. As explained before, the Plan for 1946 
should indicate a harmonious distribution of productive forces in such 
A way that in one branch of industry no goods should be produced of a 
less urgent character than those of another branch. In respect of capital 
goods this means, that only such goods should be made as are needed 
to attain the consumption level thought admissible for the present and 
tlie next few years, as well as to ensure exports which, in addition to 
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eventual foreign credits, are required for ])ayment of inlpllrt^ for con- 
sumption. 

Housing. Next to the production of capital goods in the iiarriAver 
sense, this paragraph will also deal with the housing problem, of which 
it might be argued that it concerns consumers’ goods. It presents, how- 
ever. a striking analogy with other capital goo^ls in that a dwelling 
house may be considered as a “factory” producing “dwelling services.’’ 

Although in jirinciple, therefore, the same argument may be applied 
as used just now in tlie case of consumers’ goods, still certain important 
factors should be taken into consideration. In the first place, many 
“goods” of the kind considered here are objects of a very large volume. 
of a certain indivisibility, and also of a long life. This implies, that de- 
cisions in the matter of quality etc. must be taken that may be binding 
for a long future. 

There are. however, certain possibilities to meet the demands of 
soberness for the near future. So for instance it has been found pos- 
sible in Groningen to build for the present a number of houses with a 
ground floor only, leaving the acldition of another flood until later. 

In another respect, too, the indivisibility of dwellings plays its part. 
It will not be possible to provide a dwelling for each family at once, al- 
though normally, at a prosperity level of 60 and even of 40 per cent, 
each family should, as a rule, have a dwelling of its own. For some 
time, therefore, a certain amount of housing together will be unavoidable. 

Indivisibility likewise applies to constructions for purposes of traflic. 
It would not, for example, lie practicable to build bridges to suit traffic 
at a j>rosperity level of 80 per cent, and then, when traffic should have 
developed to a level of, say, 110 per cent, to build a larger bridge. 

Building objects are not only difficult to divide but also tied to 
locality. With regard to such objects it is, therefore, important — more 
so than for instance in the case of the production of textile goods — 
where they are to be realised. This involves an important problem : that 
of geographic distribution. In particular, localities that have suffered 
most from the war, must be attended to first; the principle being that 
reconstruction should start in such localities where the percentage of 
remaining inhabitable houses is smallest, having regard to possible 
changes in the population. 

Need of buildings for special purposes. With regard to a great 
many buildings the need is very hard to define. This applies in parti- 
cular to buildings with a social or cultural purpose, and to those required 
for public administration. It also applies, however, to a number of 
business buildings, in so far as these often contain an element of 
representation, the usefulness of which cannot be translated into exact 
figures. In all such cases, more so than in the case of the production of 
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consumers’ goods, the subjective judgpncnt of a number of competent 
individuals will have to decide upon the right plan. The dominant 
question should, however, always remain; is the use of productive forces 
for a given building equally urgent as it is for consumers’ goods which 
ore, atul more urgent than it is for consumers’ goods which are not yet 
being produced? 

Failing data. Before discussing concrete proposals for capital for- 
mation. it should he pointc<l out that such proposals can only have a very- 
provisional and a very global character, because some of the most 
im|M-)rtant data, on which they must in fact be based, are not available 
at this moment. This applies more particularly to the apportioning of 
damages over different classes of industry. 

Buildings 

The Building l^lan 1946 of the Ministry of Public Works and Re- 
construction. to which the c.p.b. has adhered, defines roughly the extent 
and composition of the volume of construction. The extent of it is based 
on the number of available (jualified workers. At prices of 1946, a 
value of 790 million Glds. has been calculated. The plan is subdivided 
into a Buildings and a Public Works Plan, the former being composed 
as follows : 

Housing 25 per cent 

Industrial buildings 55 per cent 

Other buildings 20 per cent 

Further details of the subdivision arc given in table 4.’* The 
number of new dwellings to be completed in 1946 is put at 10.000. In 
addition, of course, a large number of houses slightly damaged and a 
certain number of houses heavily damaged will have to he repaired. 

The regional proportioning of the BuiUling Plan is based on two 
principlc.s ; on tlie supply side the mobility of lal)our. and on the de- 
mand side the level of damage. Labour is in the first instance directed 
to the localities with the highest level of damage, but this tendency is re- 
stricted by the assumption that not more than 25 {>er cent of the workers 
can be housed outside their place of residence, while 25 per cent can 
travel to and fro over a distance not exceeding a certain maximum. . . . 

Other Capital Formation 

Working in shifts. A distinction ought to be made between (1) in- 
dustries that cannot work in shifts or already did so in 1938, and (2) 
industries that did not do so in 1938 but have no technical objection in 
doing so. For the latter industries, when working in shifts, a cohsider- 


“This is omitted, as well as a discussion of replacements. 
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ably less amount of equipment may suffice than was needed before. In 
theory, when working in two shifts, half of the former equipment — and. 
when working in three shifts, one-third of the former equipment would 
for the time being suffice to employ the same number of men as in 1938. 
Evidently, in practice such possibilities are less than would appear 
from theoretic argument, because : 

(a) it would not do to transplant labour from one locality to another 
just for this purpose; 

(b) time has to be allowed for repairs and maintenance of the 
equipment ; 

(c) small differences in working methods or in product sometimes 
suffice to preclude the use of one and the same plant by different firms. 

Nevertheless, as happened in the southern provinces immediately 
after liberation, such a possibility should be taken into consideration. 

Further, it is of great importance to make a difference between in- 
dustries producing consumers’ goods and those manufacturing capital 
goods. As instances of the latter, the metal and brick industries may be 
cited. As clearly a strong demand for capital goods will prevail for a 
number of years both in this and in other countries, a speedy recovery 
of the previous capacity of these industries, working in shifts as far as 
possible, will be called for. The same applies to the important equip- 
ment required for traffic purposes; in this case working in shifts is 
hardly practicable. 

further elaboration. On the foregoing considerations, the following 
provisional program has been drawn up ; 

Reconstruction of the apparatus of tragic, so that this can cause no 
impediment to production, which by the end of 1946 will have attained 
the approximate level of 90 per cent of 1938. This does not imply that 
the capacity of the traffic apparatus itself must simultaneously have re- 
gained the proportionate level. In the first place, there was a certain 
surplus capacity in 1938; in the second place, transit traffic will be 
much less than before the war, which will particularly affect transport 
by rail and water. For these forms of transport, a transit trade of 40 per 
cent of 1938 has been assumed. And finally it may be said in a general 
way, that, through more efficient loading and manning, relatively less 
means of transport ought to suffice. . . 

Replenishment of Stocks 

Restricted replenishment. Finally, replenishment of stocks likewise 
pertains to necessary capital formation. The value of available stocks in 
1938 is estimated at 2,500 million GIds. They were generally assumed 

“There follow details concerning investments in transportation, repairs, and 
replacements. 
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to he vcrv ample. A partial replenishment will, however, be necessary’. 
Even if some economy can be effected through simplified assortment 
and accelerated turnover, such replenishment will require at least 400 
million Glds. before the end of 1946. at 1938 prices. It may be assumed 
that a certain replenishment already took place in 1945. At 1938 prices, 
a minimum formation of stocks will have to be assumed for 1946 to the 
extent of 200 inillions. or, at 1946 prices, of 500 million Glds. 

'I'hc Cnj)ital Formation Program as a Whole 

Miuinium program. Summarizing, we arrive at the following mini- 
mum program for 1946 of net capital formation and replacements, re- 
spectively : I 


NET CAPITAL FORMATION IN 1946 
(in millions of Glds. and at prices of 1946)** 


Buildings 


170 

Traflic : 



Ocean sliipping 

200 


Road traffic 

140 


Inland navigation 

15 


Rai Krays 

20 


Air traffic 

15 


Total 


390 

Industry and Agriculture: 

350 


Metal industry (incl. recuperation) 


Other branches 

550 


Total 


900“ 

Replenishment of stocks 


500 

Grand Total 


2000 


REPLACEMENTS (INCL. UPKEEP OF PLANT) IN 1946 
(in millions of Glds. and at prices of 1946)“ 


Buildings 

Traffic apparatus 

Industry and Agriculture 

1 

s 

Total 

1250 

Of which : on account of public authorities 

320 

do. enterprises 

930 


“Price level 1946=250 (1928=100), except for motor trucks and motor-buses 

( 200 ). 

“From data become available since Febnjary 1946 U appears that the total 
amount of replacement and fomtation of plant in industry and agriculture will be 
very considerably less than the amounts shown here in consequence of difficulties 
in importing these capital goods. 
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Comparison of Available Means wiih Programs for 
Public Needs. Consumption, and 
Capital Formation 
Preliminary Remarks 

It has been calculated (pp. 376ff). what national produclion (net 
and gross) and what other resources the Netherlands national economy 
can probably have at its disposal in 1946. The amount required to 
satisfy the demand of each of the principal sectors has Ix’en fixed 
(pp. 371-72). Now we shall have to examine whether it is possible to 
meet this demand, and whether a deficit or a surplus of production is to 
be expected. 

We shall first make this calculation at prices to be expected in 1946. 
exclusive of indirect taxes — that is at factor cost. As the indirect taxes' 
mainly weigh on consumers’ goods, the whole estimated yield of the in- 
direct taxes on the basis of rates operative in 1938 has been deducted 
from the value of the consumers’ goods, which results in the sum of 
5,150 million Glds. 


Confrontation 

We now arrive at the following computation, in 1.000 millions of 
Glds : 


Available for home requirements: 


Net value of production 8.3 

Recuperation 0.1 

Import surplus 1.8 


Total available 10.2 


Conclusion 


Required for: 

Consumption ” 5.2 

Net capital formation 2.0 

Services to be rendered by public 
authorities “ 3.0 


Total required 10.2 


It appears from this confrontation that upon the suppositions made 
production would be just sufficient to cover the programs drafted, 
though it must be realised that the amount of 1,800 millions allotted for 
the important surplus, which has to be financed by borrowing abroad, 
represents in fact the difference left in the equation. 

From information supplied by the Ministry of Finance there is a 
reasonable chance that this amount of foreign exchange, which the 

** Exclusive of indirect toxes, totalling 1,100 millions 

“Inclusive of increase in slocks. It is not necessary to include replacements, 
as these are already included m the production value of the remaining goods and 
services. 

"Exclusive of transferred incomes, totalling 1,200 railUons. 
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NctherlancU economy cannot dispense with in 1946, will actually be- 
come available. 

AUlioiigh tlicse calculations contain certain margins here and there, 
no such allowance could he made for consequences of possible (a) bad 
harvests, fb) strikes of some importance, or (."5) difficulties of or- 
ganisation (transfer of labour, etc. I. The average productivity of 
labour has l»een j)ut at SO per cent, while it is further assumed that 11 
per cent of the occupational population will not take part in the pro- 
duction (see pp. 366-368). Finally, it is assumed that power supply and 
inland transport will not be bottlenecks. 

nuration of the Period of Recovery 
Difjereucc /n Period of Recovery 

1 he question forces itself uikui us, in what manner the present low 
prosperity level will ilevelop in the forthcoming years. This again in- 
volves the question, what will be the duration of the period of recovery. 

In answering these questions, we should first of all realise that there 
is not one single period of recovery. As explained earlier ( pp. 379- 
80). the first task is to raise the metal industry to its former level. This 
should be done wilhin the shortest time possible, for so long as this 
branch of industry has not almost wholly recovered, production will be 
seriously hampered. Recover)’ of the traffic apparatus will have yet to 
take place iu the course of 1946 up to such a level as to ensure that no 
bottleneck is being formed. For the remaining industry and afjrieulture, 
reconstruction of the machine plant and other equipment has been put 
at three years. 

T lierc is an old truth that “cost goes before profit,” and it is clear 
therefore that we must first be able to produce sufficiently before we can 
get consumption again on to the 1938 level. When will this happen^ 
How will consumption develop in the next few years? To answer these 
questions, it is necessary, if only roughly, to visualize the development 
of the means as Nvell as that of public expenditure and capital forma- 
tion. 

Suppositions 

For this purpose, we shall make the following presuppositions: 

\(a) As regards the public authorities: 

(1) In 1947 and following years 150,000 men will be under 
arms ; 

(2) Expenditure on armaments will be equally high in 1946 
and 1947, but come down by 250 millions in 1948; 
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(3) Civil service personnel will shrink by 8 per cent in 1947. bv 
3 per cent in 1948, and thereafter remain unchanged ; 

(4) Material expenditure by the authorities, except for military 
purposes, will shrink by 5 per cent in 1947, by 3 per cent 
in 1948, and thereafter remain unaltered. 

On the strength of these assumptions, the requirements of public 
authorities would amount to 2.900 million Glds. in 1947, and 2.600 mil- 
lion Glds. in 1948 and following years. 

(b) As regards capital formation: 

(1) By training of labour and upon completion of the very in- 
tensive repair activities, the total building volume will at 
first ^ow strongly, say by 40 per cent in 1947, 30 per 
cent in 1948, and 10 per cent in 1949, and thereafter re- 
main unchanged. At the same time, the composition of 
this volume will change: if in 1946 the building and re- 
pairs of bridges, factories and farms come first, while 
housebuilding activities are chiefly restricted to repairs, 
then gradually emphasis will be transferred to the building 
of new dwellings. 

(2) In 1947, further 400 million Glds. will be invested in the 
traffic apparatus; in 1948 and 1949, ISO millions, after 
which the damage will be wholly repaired ; 

(3) In 1947 and 1948, an amount of 700 million Glds. will be 
necessary to restore depleted stocks, while in 1949, owing 
to expansion of production, an amount of 400 million Glds. 
will be required for the same purpose. In subsequent years, 
no replenishment of stocks. 

(4) As regards capital formation in industry and agriculture 
the 1938 level will be reached again in 1948, which will re- 
quire 650 millions in 1947 and 600 millions in 1948. while 
in 1949 and subsequent years net capital formation to the 
extent of 500 million Glds. is anticipated, which will no 
longer serve for repairs of war damages. 

The amount required for net capital formation therefore sums up to 
2,200 millions in 1947, 2,300 millions in 1948, 2,000 millions in 1949, 
and 1,500 millions in 1950 and following years. 

(c) In the matter of production it is further assumed: 

(1) that the productivity of labor in 1947 will be 95 per cent 
and in 1948, 102 per cent of the 1938 figure, while in each 


25 
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siibscqticnt year there will be a further increase in pro- 
ductivity of 3 per cent on the preceding year ; 

(2) that the power supply needed to attain the estimated vol- 
ume of production will cause no bottleneck, nor that any 
bottleneck will ensue from any other cause : 

(3) that the occupational population annually increases by 1 
per cent. i.e.. by about 40,000 persons ; 

(4) that in 1947, 25.000 political internees will be released; 

(5) that, after necessary training and re-training of labour in 
1946, employment in subsequent years is to attain 96 per ct. 


Results 

Calculations based on the above suppositions show that the volume 
of production in the years 1946-50 will reach 83, 109, 119, 124, and 
128 per cent, respectively, of 1938, while the net national product, ex- 
pressed in prices of 1946, rises from 8,300 to 12,000 million Glds. The 
results of tliese calculations are stimmarized in the following table : 


REQUIREMENTS (EXCLUSIVE OF CONSUMPTION) 

(in millions of Glds. 


1947 

Pnblic authorities 2,900 

Capital formation 2,200 


S.lOO 

National Product (net) 10.500 

Available for consumption (excel, 
foreign credits) 5,-l00 


tp/s 

1949 

19SO 

2.600 

2,600 

2,600 

2.500 

2.000 

1.500 

4,900 

4,600 

4,100 

11.200 

11,600 

12,000 

6,300 

7,000 

4 

7,900 


Prosperity Levels Subsequent 

Jn order to define the prosperity level in 1947, a calculation has been 
made of the total need of consumers’ goods in the case of various com- 
parative incomes, starting from the assumption that in 1946 the ac- 
cumulated demand is adjusted to a comparative income of 40 per cent. 
It then appears that, u'ithout taking up any jorcign credits, a prosperity 
level of 50 }>er cent will be reached in 1947. In 1948, a level of 70 per 
cent could be realised, after which it might be raised to 85 per cent in 
1949. By 1950 the 1938 level of 100 per cent would be easily surpassed. 
In the latter year, therefore, the whole of the arrears against 1938 in the 
supply of durable consumers’ goods (the inventories of family house- 
holds) would be squared. If, as a matter of policy, it should not be 
found desirable to keep consumption in 1947 on the low level indicated, 
and the government be prepared to incur further foreign debts, then the 
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prosperity level could be raised to 70 per cent by borrowing about 1.000 
million Glds., or to 80 per cent by borrowing about 1,800 million Glds. 
In the latter case the limit of our transfer cai)ac!ty, allowing foreign 
credits to an aggregate of about 6,000 million Glds., would be danger- 
ously approached, as in 1945 and 1946 already the total of our borrow- 
ings came to 2,800 millions. 

It should be noted, however, that part of the credits taken up in 
1945 will come to the good of 1946, and that over the period in view 
a fall may be expected of the pre.scnt. relatively high cost of building 
and other capital goods, as well as imported raw materials (lowering of 
freight rates), which will favourably affect the general picture drawn. 
Nevertheless, the economic situation in which this country finds itselj 
after the war remaiixs difficult. 

Duration of Recovery 

Summing up, it may be said that the period of recover)’ otight to last 
less than a year for the metal industry ; three years for other branches of 
industry, agriculture, and the traffic apparatus; and from four to five 
years for durable consumers’ goods, while the housing situation may 
well take some ten years to fully recover. 

Final Remark 

It goes without saying that the observations advanced in this para- 
graph bear a highly speculative character, and cannot therefore be re- 
garded as any more than a very rough provisional approximation of the 
exi)ected trend of development. 

Demands of Monetary and Financial Equilibrium 
Idle Purchasing Power 

The observations made in the preceding paragraphs, though always 
couched in terms of money values, relate in fact to the material side of 
the nation’s economy. 

The money flows should be in equilibrium with the flows of goods, 
if inflation on one hand and unemployment on the other hand are to be 
avoided. 

To maintain monetary equilibrium, first of all no “idle purchasing 
power” should be allowed to arise. With this object in view, all income 
elements not needed for consumption and payment of taxes, should in 
one way or another be placed at the disposal of the public authorities or 
of trade and industry. 
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In tlie following table, income and expenditure of family households 
have been summarized; 


INCOME AND EXPENDITURE OF FAMILY HOUSEHOLDS 


(in millions of Glds. and prices of 1946) 


htcofuc: 

Expenditure: 

1. Productive incomes, paid by 


4. Consumption, incl. indirect 


enterprises* 

6100 

taxes® 

6300 

2. Productive incomes, paid by 


5. Direct taxes* 

1200 

public authorities” 

1400 

6. To be saved 

1100 

3. Transferred incomes® 

1100 




8600 

1 

8600 


Comfyulsoiy Saving 

The family households will realise a certain amount of voluntary 
saving. 

In 1938 this came to about 12 per cent of the total personal income. 
In 1946 this proportion will certainly be less, seeing that the real income 
is considerably lower. Assuming that the proportion falls by one-third 
to 8 per cent, the voluntary savings of the family households may be put 
at 700 millions Glds. 

It appears therefore that, apart from these voluntary savings, there 
is still an amount of 400 million Glds. not intended for consumption, and 
which should therefore be saved, by compulsion if need be. 

Liquidation of Elements of Wealth 

Next to drawing upon his idle purchasing power, the consumer may 
attempt to spend more than would be socially desirable by liquidating 
part of his property. This may assume fairly large proportions, if such 

" See p. 388. 

” Wages and salaries of civil servants 1,2(X) and interest on public debt anterior 
of 1940, 200 millions. 

"Incomes transferred by Government 1,200 millions less subsidies for cultural 
purposes, public assistance to enterprises and subsidies on prices except food, in 
all 100 millions. 

“Consumption, less indirect taxes according to rates of 1938, 5200 milliwis 
(see p. 376), plus 1,100 millions indirect taxes according to tariffs of 1946 (see 
note 24) and already increased with subsidies on food prices, still in force at 
present but perhaps soon to be abolished. 

“Taxes estimated by means of rates in force in 1943, except for alterations 
proposed in Bill for Tax revision 1946. 
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people do not sufficiently realise their own as well as the general itn- 
poverishment, and, for example, seek to maintain a former standar<l of 
living, out of keeping with the present situation. Wherever this is to 
be expected, it will be necessary to take measures against such “dis- 
saving.” 

It would be possible to allow the sale of, and borrowing on, illiquid 
assets, i.e., all assets except non-blocked balances, against none but other 
illiquid fonus of assets, for instance against blocked balances. In this 
way amounts, which otherwise could be saved by the buyer of these 
illi(iuid assets, are withheld from consumption by the would-be seller. 

Of course a certain minimum amount of liquid means will have to 
be conceded for costs of living. This amount should take into account 
(a) the social position of the person in question, and (b) the need of 
general retrenchment. 

Demands to Be Made upon the Structure of Prices 

Due care must not only be taken that no unspent balances accunm- 
late in the hands of consumers. There is also the need to ensure that the 
investments, suggested in the plan as desirable, be actually made. Not 
only should the means be at the disposal of those of whom it may be 
expected that they will effect the capital fonnation, but there should be 
a sufficient economic incentive to do so for the purpose in view. This 
means that the structure of the costs and price system shouhl be such 
that a margiti, acceptable both from an economic and a social point of 
view, be assured between costs and proceeds. A margin, on one hand, 
not too high — such as would make for “unsocial” profits and induce to 
a larger capital formation than might be proper — and on the other 
hand high enough to leave a reasonable reward for the initiative taken 
and the risk incurred. The regulations of price control should realise 
this kind of reasonable margin. 

The most evident case in which these conditions arc not being com- 
plied with yet, is the renting of houses. The difficulty is that the rental 
of houses existing before the war could, without disadvantage to the 
owner, and therefore shoidd be lower than that of houses to be newly 
built. In order to stimulate the building of new dwellings, the rentals 
would have to be fixed higher than the tenants generally can afford. 

A solution of this difficulty might be sought in a rent tax to be im- 
posed on the increase of rental, the yield of such tax providing the 
means to allow premiums on the building of new houses. Such premiums 
should be gradually reduced, so that in the end housebuilding would 
again lx* unsubsidized. This will be possible when the standard of living 
W'ill have sufficiently recovered to be able to carry the costs of building 
which may then be assumed to have fallen again in the meantime. 
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Global Plan 1946 in Tables^’ 

BUDGET OF NETHERLANDS ECONOMY FOR 1946 
(ill 1000 millions of Glds.; in parentheses figures of National A/cs 1938“) 


I. Faiuily household (incl. of collccUxv incotiic recif^ents, etc.) 




Expenditure 



a. Productive incomes, paid 


A. Consumption ((//fl) 

6.3(4.4) 

hy enterprises (//^?) 

61(4.1) 

e. Direct taxes 

aim 

12(0.4) 

h. do. paid by public au- 
thorities (////) 
c. Transferred incomes 

1.4(0.6) 

f. To be saved 

aim 

1.1(0.6) 

aih) 

1.1 (0.3) 





86(5.0) 



8.6(5.0) 


II. Ettlerf>riscs {iticl. of public eiilerprises) 
Receipts 


Expenditure 


a. 

Supply to family house- 


g. Remuneration of produc- 


holds {Id) 

6.3(4.0) 

tive agents (lo — p, IS) 

h. 

do. to public authorities^ 


li. Supplies from other enter- 


(IIIc) 

1.6(0.5) 

prises for: 

c. 

do. lo other enterprises 


1. net capital formation 


(llh 1+2) 

2.9(1.0) 

(//r— p. 32) 

d. 

Exports ( f V) aht. 

1.0(1.8) 

2. replacements 

c. 

Subsidies paid hy public 


(//r— p, 32) 


authorities (Ilth) 

0.1 (0.1) 

i. Imports (Ta) aht. 

f. 

Credits (/IV) 

1.4(03) 

j. Indirect taxes (I lib— 


1*. 38) 

k. Other payments to public 
authorities (IIIc) 


13.3(7.7) 

III. Public authorities {excl. of public enterprises and recousiruclion) 


6.1(4.1) 


2 . 0 ( 0 . 6 ) 

0.9(0, 4) 
2.8(1.7) 

1.1 (0,5) 

0,4(0.4) 

13.3(7.7) 


Receipts 

a. Direct taxes lie) J.2(0.4) 

b. Indirect taxes {II j — p. 38) 1.1 (0.5) 


c. other payments by enter- 
prises (Ilk) 

d. Loans (IVd) 


0.4(0.4) 

1.5(0.2) 


4.2(1.5) 


Expeiidilure 

c. Supplies by enterprises 

am 

f. Remuneration of produc- 
tive agents (lb) 


1.6(0.5) 

1 . 6 ( 0 . 6 ) 


g. Transferred incomes (/c) 1.1 (0.3) 

h. Subsidies paid to enter- 
prises aie) 0.1(0.1) 


42(1.5) 


“ Graphs appearing in the memorandum have been omitted, as have sections of 
the Budget. 

“After each item, the corresponding opposite item is shown in italics and in 
parentheses. 

''Of whicli 300 (100) million Glds. replacements. 
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IV, Capital market 

Receipts 

a. To be saved by family 
households (//) 

b. Foreign credits i\'d) 

1. 1(0.6) 
1.8(..) 

Expenditure 

c. Credits to enterprises 
(///) 

d. Loans to public authorities 

(Hid) 

e. Capital export (I'b) 

1.4C0.3) 

I.5(0,2) 

..(0.1) 


2.9(0.6) 


2,9(0.6) 

V. foreign countries 

Receipts 

a. Imports (Hi — p. 1(5) 

b. Foreign lending (/Kc) 

2.8(17) 

..(0.1) 

Expenditure 

c. Exports (I Id — p. 18) 

d. Foreign credits (Ik^b) 

(p. 19) 

10(1.8) 

1.8C..) 


2.8(1.8) 


2.8(1.8) 


Alternate Possibilities 

Jn this paragraph we shall discuss very briefly; (a) A number of 
alternate possibilities which, though rejected by the c.p.b. on technical 
grounds, were thought of sufficient importance to be submitted for con- 
sideration to the Council of Ministers; (b) A number of alternate pos- 
sibilities not touched upon in the plan, because it was assumed that they 
would arouse in this country strong objections of a psychological na- 
ture; (c) A number of alternate possibilities which were not rejected by 
the C.P.B. but of which it was assumed — either on technical grounds or 
because it was thought better not to be too optimistic — that they could 
not be realised in 1946. 

(a) Among the alternatives, rejected on technical grounds, may be 
mentioned : 

Less power supply and transport. It is only with the utmost 
exertion that a power supply, adequate to a production level equalling 
83 per cent of 1938 — the target set for 1946-^an be assured The en- 
listment of more miners (even Germans and interned Dutch national 
socialists), American and German imports, and, as an extreme measure, 
perhaps even the temporary institution of Sunday shifts, will prove nec- 
essary to achieve that object. Yet, however heavy the demand to be made 
upon all agencies concerned, a reduction of the power supply below the 
level indicated is inadmissible, as it would at once jeopardize one or 
more of the programs, such as consumption (including accumulated 
demand), capital formation (including reconstruction and replenish- 
ment of stocks), public services (including restoration of our defence 
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forces). Tlie same may be said of any lag behind the established norm 
of transport. 

The cofUracling of larger credits or the liquidation of larger 
amounts of foreign assets. Apart from the question whether this would 
be possible, it would soon meet the objection that thereby either the 
burden on Dutch economy of interest and repayment due to foreign 
creditors would be still further increased, or our income of interests 
and divi<lends rcdiice<l. In view of our limited transfer capacity, such 
measures, which could only mean a delay of the necessary clean-up of 
our economic life, would lead us into a bliiul alley. The forcing of our 
exports to cover our increased foreign obligations would necessitate a 
j)ricc reduction of our export products that would svirely prove inaccept- 
able, both economically and socially. 

Raising the exchange value of the Guilder. When, in the future, 
foreign borrowing and li<iuidation of foreign assets may no longer be 
|)ossiI)Ie. a heavy pressure on our balance of payments must be expected, 
the more so since we have largely lost Germany as an export market, and 
the income from our investments in the Netherlands East Indies is likely 
to sufTer severe redtiction. This pressure can only be met by stimulation 
of our exports, so that a raising the Guil<lcr e.xchange must be strongly 
deprecated. 

(b) Alternatives, against which probably strong psychological ob- 
jections will be raised arc for instance: 

Augmentation of the number of ‘loorhers. This would imply 
more or less forced labour, with probably disappointing results. From 
calculati4)n.s made, the number of workers could in this way be increased 
by some 3 per cent at most, especially women, who did not work in nor- 
mal times. Moreover, the grade of training of such persons would be 
very low. 

Temporary prolongation of ^corking hours. Certain investiga- 
tions have left the impression that a prolongation of the working day by 
one hour would result in an increase of total production by about 5 per 
cent. It is, however, to be expected that such a measure would meet with 
Opposition in labour circles, where the 8 hours’ day is regarded as an 

important fruit of many years’ agitation, so that it would rather depress 
pro<luctivity. 

^ Enlistment of foreign labour. This measure mav be considered 

in the mining and building trades (plasterers). 

^ Stimulation of production through profit-sharing and co-part- 

tiershtp or change in wage systems. This subject deserves closed exami- 
nation. . . .28 


,*'*5 c.p.D. discusses long-run remedies, e.g., reparations, rationali- 
zation , but little help can be expected from these in the near future. 
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Conclusion 

The Global Plan 1946 set out in this memorandum is to be followed 
as early as possible by a more comprehensive memorandum, giving more 
details on the subject of production, imports and exports.^^ 

The plan now presented chiefly contains the main features regarding 
consumption, investments, and public services. 

The following conclusions and resulting lines of action call for atten- 
tion : 

Production, Trade, etc. 

(1) The national productivity should be developed to its utmo>t. 
On one hand, therefore, all frictions and frustrations of whatever kind 
or origin should be eliminated. On the other hand, positive means 
should be looked for to increase productivity within the individual con- 
cerns and within the economy as a whole. 

(2) The plan is based on a coal production which must be raised 
to an annual average of 28,500 metric tons a day (total in 1946 . 8.5 
million metric tons). 

(3) Imports should be put down at 2,800 million Glds. (including 
500 millions for military purposes). Exports, including the balance of 
services received and rendered, should come to 1,000 millions and be 
composed as far as possible in accordance with the “foreign cxcliange 
productivity” of the exported goods. The difference between imports 
and exports must be bridged over by foreign credits and li(|uidation of 
assets abroad, the present exchange value of the Guilder being main- 
tained. 

(4) The traffic apparatus should be repaired in 1946 to 80 per cent 
of 1938. 

(5) The metal industry plant will have to he restored in 1946 to 
100 per cent of 1938. 

(6) The remaining industry should in the average be restored to 
that .same level within three years. 

(7) Stocks in trade and industry can only be replenished to a very 
limited extent. 

(8) The Building Plan should be realised. 

(9) Production should be increased by means of: 

(a) propaganda for more intensive work 

(b) training and re-training of labour 

(c) enlistment of more labour (especially in mining industry) 

(d) eventual introduction of the more-shifts system in certain 
industries 

• As menlioncd in the preface, this second memorandum has been presented in 
the meantime to the Government in April last. 
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(e) iiiiprovcniem and reparcellation of the soil 
(,f) rationalization and standardization 
(g) research 

(.h) removal, as far as possible, of organizatory impediments 

(i) transfer of part of the civil servants to private trade and 
industry 


Consumption 


(10) The real wages level, guaranteed by the minimum budget, 
should agree with the productivity of labour. 

(11) Eventual further rise of costs of living should be restricted 
to 85 per cent over the 193S level. 


(12) I ublic ex|>cnditure should be cut down as much as possible. 

(13) In an au.stcrity cajnpaign, supported by publication of eco- 
nomic data, the urgent need of the utmost economy should be impressed 
upon tlie general public. Saving, too, should be encouraged in every 
way, if need be by means of a compulsory loan. 

(14) The food rations are to lie maintained at about the present 

level. 


(15) The fuel rations for domestic use should not exceed 12 units 
<i.c., 0.9 metric tons) in 1946-47. 

(16) Consumption of other non-durable consumers’ goods cannot 
be raised. 


(17) Replenishment of inventories of durable consumers’ goods by 
25 per cent of the arrears against 1938, priority to be given to families 
having sufTered through the war or being newly established. 

( 18) In allowing advances to families of small means for the pur- 
chase of textiles, footwear, furniture, and the like, a maximum of about 
50 GUIs, per family be adopted for 1946. 



Chapter XVII 


France: Planning to Modernize 


Iniroduciion 


N 1946-47, the French government issued its first Plau ofModcrm- 
satiou attd Equipment {the Mouuet Flan), which embodied overall 
plans for the entire economy for the years 1947-50, an mappe 
economic plans for 1947 in greater detail. In this chapter, we preset 
the essentials of the plan— objectives, manner of execution, an 
tion of the crucial variables. Qiapters II and IV of the origina p 
■which are omitted here give in considerable detail the manner o 
ernization, amount of investment, productivity standards, open one 
on imports, and degree of mobilization of labor for each of the impor 
tant industries. These parts also catalogue for each of the vital i>oten la 
bottlenecks— coal, electricity, devisen (foreign exchange), and 
the anticipated supply and demand for each of the years 1947 to 1 • 

In fact, the planners suggest the manner in which supply and denian 
may be kept in equilibrium. For example, in suggesting how produc- 
tivity of labor may be increased, and in proposing control of employ- 
ment, prohibition of sterile fields of employment, increase of hours, and 
importation of labor. Monnet and his colleagues point the way towar s 

attaining a supply of labor equal to demand. i • * 

A higher standard of living and full employment are the ultima e 
objectives ; a rise in productivity through modernization and increase 
of capital, and improved standards of management are the sugges e 
manner of attaining them. 
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That France lost lieavily as a result of the war; that the French 
])opulation is likely to he abnormally dependent because it is an aging^ 
one, with large numbers of young to be supported as a result of the 
recent increase in births; that the international position of France had 
become precarious with the loss of foreign markets, along with her 
extension of b. reign investments and the gains of newly industrialized 
nations; that her economic position had deteriorated in the inter-war 
jK'riod as a result of large amounts of unemployment — all of these con- 
ditions stiggested to the Moimet Committee the need for plantting, for 
conservation of resotirces. for making the best possible use of limited 
factors, for supplementing domestic supplies with the proceeds of for- 
eign loans. More work, greater productivity of labor, increased use of 
capital, modernization of plant, concentration on consumption of cs- 
setitials. a rise of cotisvimption goods sufficient to stamp out absenteeism 
and throttle the inflationary forces, and an overall plan to assure that 
first things come first — these were the ingredients out of which the 
prosperity cocktail was to be concocted. 

Controls must be decisive. The government is to direct labor, control 
foreign exclianges — thus, the imports of goods and their use — regulate 
the building of new factories, and determine the use of scarce basic re- 
sources. In the public domain, it would have complete control, and 
thnmgh its command of distribution of vital materials owned by the 
state, would be able to influence economic activity directly — nationali- 
zation of money is an example of the direct attack. Agreements between 
government and representatives of the highly concentrated industries on 
objectives and modes of procedure will be required; along somewhat 
ditTerent lines, co-operation with small business will be necessary. 

Like most recent plans, the Monnet Plan is not <lisposcd to allow an 
inelastic monetary system to interfere with the attainment of objectives. 
Although it seeks monetary stability as a condition for dishoarding of 
idle balances and uncovering of foreign assets, it recognizes also the 
function of monetary expansion in a developing economy. Finance is 
to be the handmaid of industry. Reqiiired financial resources are to be 
had from internal sources of business and agriculture, from abroad, and 
from the savings of the public. In order to reach their lofty goals, it 
will be iiecessary to provide investments equal to almost one-quarter of 
the national income. Since personal savings are unlikely to exceed one- 
tenth of the total income, the importance of supplementary sources 
(e.g., foreign, business) is evident. Savings, above all, must equal in- 
vestments ; or, to put it another way, the public, through compulsory 
measures and/or the offer of incentives, should be influenced to spend 

no more than the equivalent of the flow of consumers’ goods at stable 
prices. 
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The First Plan £or Modernization and E(jiii[)ineni * 

The decree of January 3, 1946. provided for the establishment of a 
■“first overall plan for the modernization and the economic equipment of 
Metropolitan France and her overseas territories.” 

This plan, it specified, should have as particular objectives the fol- 
lowing : 

( 1 ) The development of national production an<l foreign trade, 
especially in the spheres in which the French position is most favorable; 

(2) The increase in the output of labor; 

(3) The guarantee of full cmployiiieut; 

(4) A rise in the standard of living of the people, and improvement 
in living standards. 

It includes reorganization of stocks of tools and equipment, cither 
public or private, damaged or destroyed as a result of warfare. 

This report is presented in execution of this decree, and of comple- 
mentary instructions from the government. 

After summing up the reasons why the French situation makes mod- 
ernization a vital necessity, and outlining the guiding principles which 
this situation imposes upon any action we may undertake, this document 
sets forth the objectives of production, and the measures recommended 
for modernization from now until 1950, as well as the means of insuring 
the realization of the plan: material means, investment and financing, 
methods of execution. It also specifies the program for 1947. . . . 

Modernization or Decadence 

[The Fundamental Change in the French Situation] 

(1) Two wars and a prolonged economic crisis in the interval be- 
tween them, resulted in our country: losing a great part of the accumu- 
lated reserves which used to permit it to enjoy a standard of living 
superior to that warranted by its activity and the output of its labor. 

(2) On the eve of the second world conflagration, almost one-third 
of our capacity for industrial production was unemployed. The spirit of 
enterprise was weakened to the point w'here investments scarcely covered 
the needs of replacement. In agriculture as Nvell as industry, the produc- 
tivity of labor was, in general, much lower than in countries with up-to- 
date equipment. 

* General Report on the First Plan for Modernisation and Equiptnent, 1946-47, 
pp. S, 9-20, 33-4, 83-95, 99-107. Translated from the French, 
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In consequence of our lesser efficiency, as well as of unemployment, 
actual wages and living conditions in France were perceptibly inferior 
to those which ohtainc<l in other countries. 

Mediocre as it was. this standard of living was not assured, however, 
by our current work. To the amount of 20 or 25 per cent, we were 
p.iying for purchases abroad with the income from our foreign invest- 
ments. 1 hus, we were living on the thrift of former generations. 

(3) The recent conflict which has just ended destroyed a part of 
our material capital, and compels us to liejuidate the greater part of our 
liiitiid assets of gold atid currency. 

In the coming years. France will have nothing to live on but the 
product of her labor. As numerous vital raw materials are lacking on 
our own soil, we shall even have to export useful commodities in order 
to obtain the indispensable. 

Since the labor of Frenchmen must be their only resource, after the 
short rcsi)iic given us by foreign credits and the utilization of our last 
reserves, in order to avoid a lowering of the standard of living, their 
clTort must be the most efficient possible, that is, each work-hour in 
!• ranee must produce the maximum of agricultural as well as industrial 
products. 

(4) In respect to productivity, France, which even before the war 
had allowed herself to be outclassed, found herself even more backward 
as a result of the war. 

While destruction, privation, the failure to maintain machinery, and 
the breaking oflP of communication with the outside world lowered her 
outimt still further, that of other countries steadily increased in a rhythm 
accelerate<l by the very demands of the struggle. 

Particularly in the United States, an even greater industrial revolu- 
tion took place than after the last war. Of course, these improvements 
have had as yet only limited eflPccts on the production of the country, 
but its advance in cai>acity is un|)reccdented. 

Lastly, the second World War accelerated to a great degree in the 
former new countries the industrialization set in motion by the first 
one. 

(5) This is why it is absolutely necessary to increase our produc- 
tivity. and in order to do this to modernize and re-equip our country. 

Of course we couldn't aim at bringing productivity up to the exact 
level c»f countries where it is the highest in the world, but the margin 
which separates us from them is only partially the result of natural 
factors; it is in our power to come j)erceptibly closed to them. By taking 
a<lvantage of the technical advances made by these countries, and adapt- 
ing our activities to our aptitudes, we can place French agriculture and 
industry on a basis of universal competition, and thus re-establish a 
lasting equilibrium in our balance of payments, which will correspond 
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to the facts of our new situation, and furthermore be accompanied l)y an 
increasing improvement in living conditions. 

(6) Since we are aiming first of all at increasing productivity, the 
modernization which we must accomplish should not consist solely in 
renewing production equipment ; in many cases, it is the methods which 
must be modernized possibly by a change in the structure of activities. 

Following the example given us by foreign countries, the most inti- 
mate exchanges, both in the agricultural as well as the industrial sphere, 
should be established between scientific research and its practical appli- 
cations. Were our country itself not to take part in the work of discovery 
which is going on in the world, its machinery', even though modeniized 
on the basis of current techniques, would again rapidly become obsolete. 

In general, a definite concern for increased output should be omni- 
present. Modernization is not a condition of material things ; it is a state 
of mind. 

[Modernization as the Necessary Road to Recovery] 

(7) Such a renovation of our methods and production machinery is 
not an enterprise which France can lake on or renounce as she pleases ; 
it is a necessity the only alternative to which is decadence. 

From wliatever point of view one considers our recovciy’, and what- 
ever may be its aspects — and its closely interrelated phases arc men- 
tioned in the decree of January 3, 1946, and the complementary instruc- 
tions of the Government — modernization is our only hope. 

Reconstrxiction 

(8) The most obvious necessity for France is to bring about an even 
more massive work of reconstruction than after the last war. 

The struggle of 1939-45 spread its ravages over the entire country : 
79 out of 90 departments are classified as badly damaged, and none of 
the 11 others was entirely spared, while in 1914-18 one-sixth only were 
devastated. Therefore, a comparison of the balance-sheets for the two 
wars makes it apparent tliat this time twice as many buildings were hit. 


War of War of 

Buildings totally dcstroywl 368,600 477,200 

partially damaged 559,000 1,363,000 

Total 927,600 1,840,200 


In volume and in value the relative losses are even greater ; while the 
damage done in 1914-18, with the exception of the coal-mines and cer- 
tain towns in the North, had befallen chiefly rural districts with anti-* 
quated houses, the military operations of 1940, and 1944-45, like the 
aerial bombings, mainly affected thickly settled urban areas. • 
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It is clear that France's economic equilibrium was far more violently 
tlirown off balance by the ruining of a majority of her large centers, and 
])rccise homhing of essential industries and lines of communication, 
than by the blind though limited destruction brought on by the war of 
position. 

(9) At present, the clearing away and removal of mines is almost 
finished, the partially damaged buildings, to tell the tnith the most 
numerous, can be considered 20 per cent repaired, farm buildings are 
almost half repaired, industrial structures about 80 per cent, public 
buildings 90 per cent, and 425.000 families out of a million who were 
without shelter at the time of liberation have received temporary lodg- 
ings — hut reconstruction of entirely destroyed real property has only 
just begun. 

(10) It is ver>- evident that in its present condition our jiroduction 
is in no way able to replace without delay all the property destroyed, 
damaged, or looted in the course of six years of war, four of which were 
years of occupation — a capital which had been created by labor of sev- 
eral generations. 

Even if one were henceforth to appropriate directly the whole or at 
least the greater part of our available resources to the reconstruction 
of living-(iuarters. this recon.struction itself would be thereby impaired. 
Lacking sufficient production capacity to launch such a building pro- 
gram today on a scale out of proportion to the possibilities would only 
eiul in curi)ing it as early as 1948-49. The result would be delays which 
cannot be measured accurately, hut assuredly they arc very long — possi- 
bly several decades. 

Only by modernizing and developing the construction industry and 
those which govern its activity (steel, building materials, transportation) 
can wc build more, better, faster, and cheaper houses. 

We can thus hope to repair all the damage to real estate in seven or 
eight years and, at the same time, to enlarge the work of reconstruction 
in a general policy of extension and renovation of French housing, in the 
rural districts as well as the cities. 

Modernization of the means of production is then the indispensable 
condition, not only to bring about rapid reconstruction, but also to make 
up for one of the most serious social deficiencies experienced between 
the two wars. 

(11) This does not mean that reconstruction and modernization 
must be set against each other ; on the contrary, they complement each 
other in a very great measure. 

In order to modernize and develop production, it is indeed indis- 
pensable to reconstruct as fast as possible everything which is vital to 
the economy of the country, particularly all that is necessary to the 
well-being of the working classes. 
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On the other hand, the importance of the work conferred f)n tlie 
building industry will he the most effective factor in the moderni/ation 
of this branch of the economy. 

Finally, reconstruction in all spheres must take place according to 
modern standards, and will thus contribute to the general work of mod- 
ernization. 

Standard of Living 

(12) Another fundamental task is to raise continually the living 
conditions of the general population, first restoring them to their pre- 
war level, then giving all Frenchmen, thank.s to an ecptitable income 
distribution, the op{>ortunitv to profit from the material a<lvantages en- 
joye<l by the inhabitants of the most progressive countries. 

There is, however, only one real way of improving today’s low 
standard of living: that is, to produce more. Even though immigration 
and lengthening of the work-week may permit us to obtain immediate 
results, an increase in productivity is by far the most efficient factor in 
raising long-term production. 

Thus the very high living standard in the United States is essentially 
<luc to a steadily increasing production of goods and ser\’ices per work- 
ing hour. Thus only if every Frenchman, too, produces more with equal 
effort can everyone’s living conditions improve and approach the level 
of the most advanced nations. This end, in turn, can only be attained if 
the workers u.sc the most highly perfected machinery and the best 
methods known, 

(13) The technical capacity and diligence of the French workers 
are in no way inferior to those of foreign workers. But, as the work 
of the Commissions on Modernization has confirmed, in pre-war France 
our capital, in the form of agricultural and industrial machinery, has 
been insufficient, and the organization of production too often archaic, 
to permit labor as much efficiency and as great an output as in Great 
Britain or the United States. 

Consequently, in the same unit of time, a French worker produced 
about three times less than an American worker, and one-and-one-half 
times less than an English worker (such relationships, of course, being 
averages). 

(14) This is why France’s real national income per capita, which 
measures the standard of living, lagged far behind many other countries. 

Undoubtedly the table (p. 400) gives an order of size rather than 
exact figures : it is no less certain, however, that countries with fewer 
natural resources than ours have nevertheless, succeeded in procuring 
for themselves a higher level of general well-being. 

The examples of New Zealand which enjoyed the highest living 
standard, of Holland which lias no iron ore, of Sweden which has no 

26 
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REAL INCOME PER CAPITA IN PRANCE AND 
ABROAD BEFORE THE WAR “ 



Last year 
knoiiit 

Income 
per capita ’ 

New Zealand 

m7 

1.702 

United StaUs 

m? 

1.4H5 

Canada 

]9i6 

1.352 

Great Hritain * 

1937 

1.275 

Anstralia 

1937 

1.212 

Switzerland 

I9.»0 

i.oy) 

Germany 

1937 

828 

Sweden 

19y> 

804 

Xnrway 

1937 

70S 

Denmark 

1933 

679 

N ct lie r lands 

1934 

662 

France 

1934 

641 


coal, of Switzerland and Denmark, which lack both, show that the living 
standan! of a country depends on its technical development, agricultural 
as well as indii.stria!. and not on its area, the resources of its soil, or its 
economic power alone. 

(15) There arc many reasons for this state of affairs. One of tlie 
most important is due to the losses France suffered during the first 
\\ orld \Var, to the military burden, out of all proportion to her strength, 
which she assumed between 1919 and 1940 as the vanguard of the 
democracies, to the deep-seated feeling of insecurity from which her 
jiopulation suffered during this period. 

1 he situation was considerably aggravated by the conflict which has 
just ended, hirst the destruction, the Gennan demands for money and 
goods, and the non-renewal of equipment as it wore out lowered our 
alreaily weak economic potential. The undernourishment of the popu- 
lation and the growth of absenteeism as a consequence of the food short- 
age also contributed to reducing the output of labor. 

Hcsidcs, our country, occupied by the Axis Powers, was prevented 
form taking part in the enormous technical progress which in four years 
of war enabled our allies to achieve. 

(16) 1* ranee then must modernize and reorganize its production 
ajiparatus in order to increase labor productivity, produce more and 


* From Colin Clark: Conditions of Economic Progress (London. MacMillan 
and Company, 1940), p. 14& 

* These hgures arc expressed in international units, the international unit being 
defined as the amount of goods and sciA-ices that a dollar would have bought on 
the average in the United States during the period from 1925 to 1934. 

‘The difference between Great Britain and France w-as in reality less than the 
figures would make it seem : 1937 was a relatively good year for England, while 
France in 1934 was at the bottom of the depression. 
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as a result reach a high living standard necessary not only for the well- 
being of her people, but for her very existence. 

The tragic experience of the last seven years has brought home to 
us the extent to which mortality, especially infant mortality, average 
length of life, and hence population, depend directly upon the conditions 
of diet, fuel, housing, and clothing under which that population lives. 

Population Development 

(17) A country with an aging population, France since 1942 has 
seen her birth-rate steadily mount, until in 1945, for the first time in a 
half-century, it surpassed the level needed for the full replacement of 
the preceding generation. 

If this trend continues, the productive age groups, reduced by the 
war, will moreover have to support an unusual number of aged and 
children. 

For at least twenty years, our country will have to hear, not only 
the consequences of its former demographic decline which kept the 
French population at perceptilily below the optimum level, that is, the 
level which would have permitted everyone to enjoy the maximum well- 
being, but also the increased load brought on by the reversal of this 
tendency, and particularly the necessity of training a more numerous 
younger generation so that its output will be higher later on. 

This double obligation would compel cither an inordinate effort on 
the part of those who produce, or a general lowering of the standards of 
living, unless modernization and an increase in the productivity of labor 
compensate for the relative reduction in the number of the productive 
age groups. 

No one begrudges the advantages granted to children, young people, 
and aged workers. Everyone egrees, on the countrary, in wishing that 
they may be extended; but in order that the effects of this social policy 
may not be voided by inflation, it is necessary that a rising production, 
supported by increased capital, should bear the load created by this 
policy. 

Economic Independence 

(18) Economic independence doesn’t mean autarchy. France could 
not support herself entirely. Before the war she imported from abroad : 

25 million tons of coal, that is, one-third of what we consumed, the 
exact amount necessary to assure the continuance of our steel industry, 
of our machine tool industry, our construction material, building and 
public works industries, which employed 2,600,000 industrial workers 
out of 7 million ; 

8 million tons of petroleum products, that is, the tonnage without 
which our highway and aerial transportation would be completely 
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Stopped, as well as the greater part of our merchant marine and river 
traft'ic ; 

of our coper, zinc, and tin. and 65% of our lead requirements ; 

96'( of our cotton (280,000 tons) and 87% of our wool (100.000 
tons) ; 

60' <■ of our fats and oils; 

.*'4% of our pulp. 

'1 ho greatest elTort must, of course, be made to develop the 
resources, in Metropolitan France and her territories, of petroleum, wool, 
hits and oils. etc. i3ut. however much she might wish to, France is 
unable to produce syntlictics and replacement i)roducts in any appreciable 
«juantit\ mainly liccause of her lack of coal, wood, and manpower. 

(bir country must have international trade. 

(19) Before the war. our exports abroad covered only two-thirds 
of our imports, and our country only succeeded in covering the chronic 
defuit in its trade balance because nearly two-thirds of it was made up 
In- the income from her foreign investments, most of which had been 
made before 1914. 

But we have had to li(|uidate our public holdings of gold and cur- 
rency, with the exception of the minimum cash-balance necessary to 
avoiil sudden deficiencies in our balance of payments. The mobilization 
of [irivate a.ssets would give us only a short respite, while their liquida- 
tion wou!<i also ilcstroy the income they brought us. Thus, within a 
short period we shall be able to pay for our imports only by means of 
our exports (the receipts from tourists being only sufficient to meet the 
cxjH-nscs of freight and non-commercial payments). 

But whatever may be the increase in national production of power 
and raw materials in the course of the next few years, we shall have to 
import the more the greater our economic activity. 

Moreover, we shall have to provide for the interest charges on for- 
eign loans contracted since the liberation. 

(20) Some foreign credits will certainly furnish us at the start the 
means of balancing our payments abroad. 

Already the various loans contracted in the United States, the 
Canadian credit, the British loan, and the loan under discussion from the 
International Bank for Reconstruction and Development represent a total 
sufficient to cover the greater part of the probable deficit from 1946 to 
1950, on condition, of course, that the expected exports are made.* 

T hese facilities are vital for us ; for they permit us to maintain with- 
out interruption the flow of supplies of all kinds without which we can- 
not live, and to inijKirt the machinery which our industry is incapable 
of producing. 


* In 1946-47, these hopes were not fulfilled — Ed. 
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However, while foreign aid is necessary for ns until the time wlic-n 
our exports will suffice to cover our imports, and when the income from 
tourists will again reach the level of the best pre-war years, we must 
reach that point as soon as possible, iti order to avoid a vast indebted- 
ness. which would bring with it the threat of economic slavery. 

For France, in her new situation as a debtor country, "economic 
independence” therefore means exporting enough merchandise to pay 
for our imports. 

(21 ) If we wish to arrive at this equilibrium necessary for our trade 
balance, which .seems possible about 1950. we must more than double 
the value of our 1938 exports, and attain that of the be.^t inter-war year, 
i.e.. 1929. Today the world is eager for goods, and buys them even at 
inflated prices; but this situation, of which unfortunately we are in no 
position to take full advantage, will not last very long, from 1948 on 
international competition will probably again be in full force. 

In the world of tomorrow, there will be only two means by which 
any country can export amounts of any conseijuence : like pre-war 
Japan, at the cost of start'ation wages and a low standard of living for 
its working-class; or like F.ngland. thanks to a relatively modern 
industrial c(|uipment and a high productivity of labor 

(22) A country like ours could obviously not have recourse to the 
first of these solutions. 

Thus, modernization and equipment of the French economy, so as 
to enable it to compete internationally is the only possible basis for an 
increase in our exports without which our production could not develop. 

This is even more true since, contrary to general opitiion, our luxury 
exports, for which price is a lesser consideration, play only a secondary 
role in our foreign exchange. In 1938, they represented only 10% of 
the total value of our exports. 

Our great export industries, particularly textiles and machinery and 
related manufactures, must bring their production costs down to the 
world level. An increase in the productivity of labor is the only way of 
accomplishing this while at the same time steadily raising real wages. 

(23) There is a further condition scarcely less imjiortant: that for- 
eign markets lx; open to our products. The disappearance of trade bar- 
riers is a matter of prime importance to France. 

(24) Another world economic depression would certainly affect 
the levels of domestic production, employment, and consumption. 

This interrelation of our economy with world markets is the inevita- 
ble risk run by economies that are not self-sufficient, and the corollary 
of a high living-standard based on the development of exchange with 
other countries. 

But if a depression is not inconceivable, none of the aggravating 
factors which made that of 1929 a world-wide one exist today — in par- 
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ticular, a huge mass of foreign and domestic debts. Besides, public 
opinion would compel the governments to take rapid action toward re- 
cslal)li'hing full ompkwmcnt of manpower and of iirodiiction capacity, 
an action they should be able to take, thanks to the experience of the 
last fifteen years. 

.\t any rate, whatever may be the fate of the international conversa- 
tions now in progress about commercial policy and employment, what- 
ever situation Trance may have to face, our country will the better adapt 
it'clf to all circumstances if it will have a modern economy based on 
low operating costs inciting it to expansion, rather than one based on 
re.'iciionary Malthusian tenets. 

S(’curil\ 

(25) Finally, one of the justifications for modernization will be to 
strengthen our military security. 

'I'lie recent war confirmed, if there was need for it, that with the 
intensive mechanization of modern armies, the true measure of a coun- 
try's war potential is henceforth the degree of development of its heavy 
industry, particularly steel and heavy machinery. 

The example of the United States and of the U.S.S.R. shows that 
the conditions necessary for modern military equipment are : increase in 
industrial potential, moilcrnization of the economy, and the development 
of scientific research. 

TcKlay, the only way for us to have a really powerful army is to 
create the industry without which there would be only an illusion of 
security. Only by producing more steel, more machine tools, agricul- 
tural eciuipment, textile machinery, etc., shall we be prepared, if one 
day it should again be needed, to manufacture more guns, tanks, machine 
gtins, etc. Only an industry with a great capacity of metal production 
and jirocessing will permit us to play our part in the international or- 
ganization for collective security now being set up by the United 
Nations. 

Besides, at present it is not advisable to have industry produce 
armament in great quantities, due to the uncertainty that exists with 
respect to the nature of the new weapons. 

A premature effort would risk compromising the modernization 
program by diverting from it, fruitlessly, our resources of manpower, 
energy, steel, etc., which are indispensable to its realization. 

(26) In a first period, then, and in a measure compatible with our 
obligations in Germany, as well as the maintenance of peace in our over- 
seas territories, it is important that our military expenses, both in men 
and in money, be fixed so as not to hinder the accomplishment of the 
great task of modernization, which is the condition for rebuilding 
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France in all spheres. For in order to accomplish this, «c shall rec|nirc 
all the manpower, coal, and steel available. 

These substantial savings, while allowing us to kce]) an army 
adapted to the current international situation, would, by the develop- 
ment of heavy industrv’ as planned, contribute to the eventual re- 
enforceinent of tliis army and of our military power. 

There Is No Choice for France 

(27) Thus, every one of these fundamental tasks suggests the need 

for renewing our equipment and methods. 

It would be self-deception to think that France could do without 
this effort, and return to the tncdiocre position she held l>e{ore the war. 

The alternative to modernization is not a return to our former 

position, but steadily aggravated material decay. 

(28) As a result of the capital losses suffered on account of the war. 

our output would be lower than before. 

Within the country, more work-hours would be necessary to pro- 
duce the same amount of goods and services. The population would 
either have to work longer hours, and Ihis pcnnancnlly, or see its living 
conditions grow considerably worse, while other countries would con- 
tinue to advance along the road to well-being. 

Compared to the rest of the world, our production wouUl be ham- 
pered by steadily rising production costs relative to those of our com- 
petitors, and our products would tend to be squeezed out of world 
markets. 

(29) Another factor would make our position even more serious. 
The active population of France in the productive age groups has de- 
creased by about a million and a half since 1938. These losses, insofar 
as they arc due to the aging of the population, and to the fact of w’ar and 
occupation, are total losses. The others, particularly those which result 
from inflated administration and distribution, might, if proper action 
were taken, be considered at least in part, as temporary only. 

There remains the fact tliat the working population of !• ranee is 
noticeably smaller and older than in 1938. 

This is especially true in the field of agriculture, and unless the 
steady reduction in the number of workers, which might be speeded up 
shortly by the departure of our prisoners of war, is alleviated by mech- 
anization and an increase in output, it would inevitably result in a re- 
duction of output estimated at 10% of the pre-war average. The decline 
would be immediate, and even greater in the case of certain essential 
commodities, particularly grain and milk; furthermore, it would be 
getting continually worse every year as the rural population gradually 
moves to the city. Instead of our trade balance for food being in cqui- 
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libniitn, as before the war, we would be reduced to importing the very 
necessities of life. 

\\ e should also, however, he able to continue importing the raw 
materials currently needed by our indtisiry. lint without modernization 
wc would bo able to export less and less, therefore import less and less, 
hence produce less and less, and thus export less again; and so forth. 

I rapped m this vicious circle, our industr\- would he threatened with 
ultimate asphyxiation. 

I he only means, then, of developing our exports would be either to 
reduce wages or devaluate the franc again. W'e should then place our- 
selves m the j)OMtion of having to exchange a larger amount of French 
labor for a lesser amount of foreign labor, perh.aps four or five hours of 
l-rench work for one hour of American work: this is exactly what hap- 
pen.s to countries that are not highly mechanised and whose’ efficienev is 
low. m their trade with more highly-developed countries. 

(dO) Doubtless a reaction would set in sooner or later against such 
a lowering of statidards of living, and it could only he in the direc- 
tion of imxlcrmzation and re-c<|uipmcnt ; hut this program would then 
he entered upon under much more difiicult conditions, and would im- 
pose extremely severe and prolonged hardships upon the people 

(M) To conclude, it cannot be said that France has any choice: 

these IS no choice for her. except between gradual decadence and imme- 
(liatc action. 

T he only way open to us is the road to modernization and re-cquin- 
ment; the only question is how rapidly wc can enter upon this program. 

The Necessity for Immediate Action 

( 32 ) While French industrial production has not yet reached its 
pre-war ei-el. output in other large countries is far above that level in 
spite of difticulties and slowness of reconversion: 


THE EVOLUTION 
AllROAD 


OF industrial production in FRANCE AND 

SINCE THE END OF THE LAST WAR “ 

(Index: 1938=100) 


Country 

/p.>9 

ms 

ms 



1946 




IT..** 1 


1st 

Half 

^nd 

half 

Jan. 

Feb. 

Mar. 

Af>r. 

May 

June 

July 

United 

States 

Canada 

Sweden 

France 

131 

111 

66 

125 

no 

100 

100 

100 

258 

271 

79 

37 

250 

269 

107 

60 

180 

202 

no 

65 

170 

196 

in 

72 

189 

207 

112 

74 

185 

206 

113 

80 

179 

a 97 

113 

196 

186 

112 

86 

196 

189 

no 

(78) 


* From yearbook and Siatislical Bulletin 
meiit i^coHomiquc. JV-f9’I9S9. of the s.o.P.. 


of the League of Nalions and Mowe- 
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(33) On the other hand, all changes brought about by the war re- 
oi>en the question of positions acquired by the dilTeretit jiations an<l tlieir 
economic relationships. In consequence, the world has entercfl upon a 
decisive phase, in which all the vital elements will be readjusted for a 
long time to come: relation of creditor and debtor nations, distribution 
of natural resources, flow of commercial trade, as a consecjuence of pro- 
duction capacities and manufacturing costs. Because of the resulting 
changes competition between nations will develop at a more rapid and 
exacting rate. 

The future of all competing countries depends on the manner in 
which they will respond to the situation, whether by a positive choice 
or passive resignation. For all progress prepares for, and gives rise to, 
further progrc.'iS, while stagnation lends to devehip into ultimate decay. 

(34) An immediate decision is particularly urgent for France; our 
present situation leaves no further margin for inaction, nor for contin- 
uing to consume without producing. 

Hither France » ill be left behind, and will then slip gradually to 
lower and lower standards of living and economic capacity ; or she will 
immediately make the necessary effort, and will rapidly win back her 
proper place in world production and trade. 

Even if, in the course of putting the plan into operation, adjustmetits 
may have to be made, at least the direction we tmtst take is clear. The 
most important thing, and it is a matter of imtuediate importance, is to 
“make the bus,” . . . 

The Object and Scope of the Plan ’ 

The plan for modernization and equij)ment from 1947 to 1950, 
closely examined by the Council, has as its main objectives : 

to assure a rapid rise in living conditions of the population, and pai • 
ticularly an improvement in their diet; 

to modernize and re-equip the basic industries (coal-mining, electric 
power, iron, cement, farm machinery, and transportation) ; 
to bring agricultural methods and machinery up to date ; 
to devote to reconstruction the maximum of resources possible, keep- 
ing in mind the needs of the basic industries, and to modernize the con- 
struction-material trades, the building-trades, and public works ; 

to modernize and develop the export industries so as to assure equi- 
libriutn in the balance of payments in 1950. 

The starting [joint will then be established for undertaking, as a sec- 
ond stage, a complete transformation of living conditions, especially 
housing. 

^ Introduction to Ch. in “Objectives of Production and Modernization Meas- 
ures"). Ch. II on "Principles of the Plan” is twnitted. 
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The scope of the plan presented consists : 

in establishing objectives of production or economic activity for 
l‘>50 for the principal branches of our economy, including reconstruc- 
tion; ('Ihe objectives of this first plan essentially take into account the 
limits set by the resources that can be made available from now until 
1950). 

in adopting at once programs for production and modernization for 
each of the years, 1947, 1948, 1949, 1950, for the six basic industries: 
coal-mining, electric power, steel, cement, farm machinery, and internal 
transjKirtation, and setting them in motion immediately for the whole 
period, allocating at once the necessar>' resources ; 

in following up or engaging in the different operations necessary, 
whether in I* ranee or abroad, with a view to providing us in the next 
few years with the essential resources (power, ferrous metals, currency, 
manpower) in suflicient (juantities to reach our objectives in 1950; 

in determining in time, each year for the following year, (as now 
planned for 1947) the annual /'rof/raui for produftion, modeniization 
reconstruction, cajiital investments, imports, etc. These programs, estab- 
lished in the framework of the objectives fixed for 1950, depend upon 
material resources, the availability of which can be forecast within 
probability, on the basis of the progress of the basic programs: the re- 
sults obtained in asstiring tis of the necessary amount of resources com- 
mon to all activities ; the results, as well as the progress, of modernization 
and prorluctivity in different fields; 

in applying methods which will permit continued elaboration of the 
plan, and its adaptation to circumstances, as well as methods which will 
assure its execution. These methods should be based on those adopted 
for the establishment of the j)roposals made in the present report : such 
a group [iroject recjuircs constant group organization and consulta- 
tion. . . . 

Inve.siment and Financing* 

( 1 ) The objectives and the measures proposed for the various areas 
to be modernized do not only call for a certain number of common ma- 
terial resources. 

Although modernization, in the very large measure in which it must 
consist in improving methods, costs nothing, each of the specific plans 
analyzed in Chapter III implies capital expenditures for the purchase 
and setting up of machinery, and for the carrying on of the necessary 
new construction and for civil engineering. 

The fulfillment of the plan as a whole presupposes, therefore, that 

*Tlie major part of Cli. Ill, “Production Objectives and Measures of Moderni- 
zation,'’ is omitted, as is all of Ch. IV ("Material Means of Realizing the Plan”). 
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the industries, public as well as private, which will have to disburse tliese 
•expenses, will have the financial means to do so. In other wunls. w ill 
there be enough money to bring the plan to a successful conclu^ion : 

Before giving an answer, it is ver)- important to understand in what 
way the question of the financing of the plan and of its possibilities 
poses itself. 

The Need for and Possibilities of Capital Investments 

(2) There are two preliminary statements to Ite made: on the one 
hand, the requirements for modernization itself constitute only a small 
part of the total investments that must be made in any case ; and on the 
other hand, a limit of possible investments is set by the available tangi- 
ble assets — that is, mainly by current production. 

As we know, France today finds herself faced witli the necessity of 
making huge capital investments. These retjuirements arc. for the most 
part, the direct and unavoidable result of the rlestruction, devastation, 
and lack of maintenance caused by the war. They have been imposed 
on us since the liberation, and have nothing to do with modernization. 
Moreover, the development of urban areas and the housing shortage had 
created, even before the war, an enormous demand for capital invest- 
ments, which even then was not satisfied, and which since then has in- 
creased further. 

(3) While the will to modernize brings first a surplus of expendi- 
tures, these expenditures are relatively small. And modernization will 
enable us in the end to accomplish more rapidly, and at less costs, the 
work not only of reconstruction, but of construction which faces our 
country. 

Limited as they may be, the capital investments necessary to the 
modernization of the essential factors of national economic activity play 
an important role. They constitute the lever which by itself can raise the 
entire mass. 

(4) It is difficult, and rather useless, to attempt to calculate the total 
demand for capital investments which we face. For they will take a great 
many years, in the course of which technical advances, shifts in popula- 
tion, and the evolution of the general situation will necessitate modify- 
ing the figures of the estimate, since they will all have their bearing on 
the demand for them as well as on their costs. 

On the other hand, there is some sense in our proceeding to an esti- 
mate of the part of these needs which we will be able to satisfy between 
now and 1950. This total is, in fact, the maximum of capital goods that 
we can count on obtaining during this period, by making the best allo- 
cation of our resources, on the as yet limited increase of power, ferrous 
metals, currency, and manpower. 

Whether produced or imported, the means to pay for them must 
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come from current national production, either directly, or indirectly by 
exportinjj and thus paying for purchases abroad. However important 
they inav he. only a limited amount can be furnished by foreign credits 
and the utilization of hidden reserves established in P'rance because of 
lack of confKlencc in the national currency. 

No tinancial operating technique can increase, by any means but 
these, a nation’s available funds: credit cannot accomplish miracles. 

.-\s analysis shows, there is a physical limit to the maximum of 
investments that can be made. 

The existence of this physical limit makes it necessary to take 
an overall view of tlie investments of all kinds that the French can make 
between now and 1950, both in order to measure their total volume, and 
to apportion them in the manner that will best further the national in- 
terc'^t. 

.\s a matter (if faet, if we calculate the total amount of capital goods 
that we can count on prcxlucing or importing on the basis of the objec- 
tives. priorities, and metluxls of nuxlernization heretofore c.\]ilained, 
the maximum of investments that we can roughly count on realizing 
from now until 1950 is in the vicinity of 3,000.000,000,000 francs (ac- 
cording to an estimate made in June 1946). 

P'roin this amount we must first deduct the minimum necessary ta 
resume current maintenance of existing equipment and buildings, anti 
to put an end to their deterioration. 

Investments in new etjuipment, including the rebuilding of homes 
destroyed, will apparently amount to about 2,250,000,000,000, almost 
half of it equipment, the rest buildings and public works. 

Of this disposable total, modernizing the essential parts of our econ- 
omy, increasing, their capacity — which assures the development of pro- 
duction and thus makes all these investments possible, as well as pointing 
up the importance of further investments, would require only about 720,- 
000,000.000 francs from now until 1950. according to the report of the 
Commissions on Modernization, and supplementary estimates. 

Principal beneficiaries of this money are agriculture, which accounts 
for 270,000,000,000 francs (for tractors and farm machiner>'). and 
power, which accounts for 174.000.000.000 francs (for dams). 

There remain then 1.530.000,000,000 francs worth of capital goods 
to be used to repair a part of the war damage, apportioning 1,100,000,- 
000,000 francs for reconstruction, and 430,000,000,000 francs for de- 
ferred maintenance. 

Not only do modernization investments represent only one-third of 
the total of anticipated new investments, but without them it would not 
be possible to accomplish the remainder. 

No recovery is possible unless these investments are made. The other 
investments would then use up more resources, material as well as finan- 
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•cial, while production would be lower. What modernization will save for 
us, between now and 1950, in the form of raw materials, power, an<l 
labor— although it cannot be figured exactly — certainly makes up to a 
great extent for the additional expenditures that it seems to entail. 

( 6 ) The following table gives the proposed analysis of new capi- 
tal investments from 1947 to 1950: 


ESTIMATE OF CAPITAL INVESTMENTS TO BE REALIZED 

BETWEEN 1947 AND 1950 

Evaluation Made in June 1946 (in billions of francs) 


1 . Basic Activities 
Coal mining 
Power 

Steel industry 
Cement industry 
Agricultural tnacbincr>* 
Transportation 

Sub- totals 

IL Other Activities 
Agriculture 

Housing: Reconstruction 
and new homes 
Industry and commerce 
TransfK)rtatiofi and com- 
munications 
Other investments 

Sub-totals 

Grand Totals (in 
round figures) 


Kvcon- j\fod- 

St me- tenancy entica- 
tion d*i erred lion 
hceausc and In- 
of I he crease 

U'or in Ca- 

pacity 


.1 

30 

23.5 

4 

20 

174 

4 

10 

19 

3 

10 

5.5 



7 

116 

80 

27 

130 

150 

256 

30 

50 

270 

610 


50 

no 

150 

80 

190 

60 

40 

30 

20 

30 

970 

280 

470 

1,100 

430 

720 


Breakdonn into 


Raxv 

^ , , DuiUI- 
J otat ^ Icnals 

P'iihlu 

li'orhs 

lation 


56.5 

33 

23.5 

198 

98 

100 

33 

9 

24 

18.5 

7 

11.5 

7 

I 

6 

223 

75 

148 

536 

223 

313 

350 

60 

290 

660 

660 


340 

76 

264 

290 

120 

170 

80 

70 

10 

1,720 

986 

734 

2,250 

1,210 

1,040 


. figures given In this (able do not include ordinary maintenance, as it Is a 
production expenditure. They were esUbJished by the Commission on Moderniza- 
tion for each branch of industry in which one has I>ccn formed In the fields of 
ivny lor which no Commission has been formed, the figures given represent 
y provisional estimates. The program for social equipment (hospitals, schools, 
y-nuf senes, etc.) has not yet been established Expenditures for this category 
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The Problem of Fivanciug the Plat} 

(7) Tins luijje amount of investments, which can be realized with 
tile limitecl resources at f>ur disposal (and whicli must he made in order 
that we mav reach the projecteil objectives of reconstruction, raising of 
the living standard. e«juilibrium in our balance of payments, and na- 
tional securitv) can Ik' rcalizeil — and this is the real problem of financ- 
ing the plan— onlv if there is agreement hetween the planned utilization 
of material resources, and the use which the population makes of its 
income. 

If consutnption — which, according to the plan, is to increase steadily 
during the coming years — were to increase more rapidly than foreseen, 
it would absorb a part of the resources to be devoted to capital itivesl- 
ments. Then we should have to choose hetween, on the one hand, slowing’ 
down execution of the plan — or even givitig it up altogether — or, on the 
other hand, maintaining the countr)' in a state of ititlation which would 
no less certaitily compromise the task of reconstruction and moderniza- 
tion, since then all pre<liction and calculations would be impossible. 

If, on the other hand, producers were to allot a large part of their 
income to investments that arc less useful than those outlined in the plan, 
e.g., investments in luxury-trades, there would be a diversion of funds 
to the detriment of reconstruction and modernization, and the above- 
mentioned predicament would inevitably ensue. 

(K) The execution of the plan presupiwses then that the French will 
make no attempts to consume more products and services than can be 
placctl at their dispostd, taking into account what is necessary for capital 
investments. Or. in other words, the condition for its success is that the 
French, whose income exceeds the needs of consumption, save an amount 
corresponding to the value of the planned capital investments. 

The execution of the plan also demands the postponement of invest- 
ments in luxury-trades, and even investments which arc useful but less 
so than those outlined in the plan. 

arc included in “oilier invcstincnts.’* and have not so far been Isolated except for 
the year 1947. 

To conclude, the table docs not include: 

military outlay, a.s it cannot be established until the Parliament and the guv- 
cnimcnt agree upon a policy of national defense, and which at this time, when 
jircKluctioii is precluded by uncertainty about the nature of future weapons, should 
1)0 paid out of the budget for current expenses, to be raised by taxes. Allotments 
of raw materials have been provided for in the budget for ferrous metals; 

nor investments in our overseas possessions, on the one hand because the work 
on the plan of modernization of these possessions has not progressed far enough; 
on the other hand, and this is the main reason, because the equipment of North 
Africa, Indo-China, and other countries belonging to the French Union, in very 
large part calks upon local resources, and these arc not included in the materials 
and manpower balance-sheet. 
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(9) The intcrrc'lation between the three items, production, income, 
and expenditures, is basic, since upon it depends tlie equilibrium or dis- 
equilibrium of our whole economy ; and it is in this particular frame- 
work that we must visualize the financial possibility of carrying out the 
plan. 

All large nations today base their hiidgctarv and economic policies 
on the concept of national income; the United States since before the 
war. the United Kingdom, whose Treasury issues with each budget a 
“White Paper” on the national income; the Soviet Union, which uso.s 
It to compare the provisions and the results of its five-year plans. 

Thi.’ Importance of Capital Investments in the National Income 

(10) In order to find out whether the savings effort — in the broad- 
est sense of the word — required from now to 1950 is excessive, a rough 
calculation of the national income, defined as the value of the grand 
total of goods an<l services at the disposal of the French people in the 

<^o«sideration. has been made for the years 
i J29. 1938. and 1946. as well as for 1947 and 1950, on the basis ()f the 
plan, breaking down the national income into consumer goods and capi- 
tal goods. The figures thus obtained permit us to state exactly the rela- 
tionships which should exist between consumption and investment, as 
well as between different categories of consumption and investment, 
^ Ihe national income anticipated for 1947 has been provisionally 

3,000.000.000.000 francs, and that for 1950 at alxiut 
o,/UU,(XXJ,000.000 francs, while the available assets in capital goods 

should amount to 675.000.000,000 francs and 915,000.000.000 francs, 
respectively. 

(11) The share of capital investments, including maintenance, in 
the next years should then be about 23 to 25% of national income. 

Ihis proportion does not mean that an appeal for savings on the 
capital markets should net amounts corresponding to 23 to 25% of dis- 
tributed income. What is meant is the relationship l>etween the value of 
the production of capital goods, and the value of the national product 
as a whole. As we shall sec later on. the corresponding financial means 
arise from numerous sources ; savings ready to be invested on the capital 
and money market is one of the most important, but by no means the 
on y source. For 1947, a year for which it is possible to make reason- 
able estimates, the share required from this form of savings would not 

exceed 8 or 9% of the distributed income, a proportion already reached 
before the war. 

This great effort to make capital investments, which, by the way, is 
no more than the concrete expression of the declared principle of the 
ccjuality and solidarity of all Frenchmen with respect to the costs of the 
war, does not seem out of proportion to the country's capacity. Already 
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ill 1946, ill spite of all sorts of difficulties. 19% of the national income 
was devoted to capital investments (as compared to 15%- in 1938, and 
20% in 1929). From now until 1950, these funds will steadily increase, 
thanks to the very execution of the plan; and this will enable our na- 
tional economv to put forth the required effort more easily, for, at the 
s.imc time, it will bring about a steady improvement in living condi- 
tiotis. 

I'he Rising Level of Con5innl)tion Corresfwnding to the 

Execution of the Plan 

(12) The {icvelopment of capital investments, and that of consump- 
tion. arc not much as we might be tempted to believe it, conflicting 
alternatives between which we must choose. Each is a necessary comple- 
ment to tlie other: increased consumption, and hence production, de- 
mands capital investmctits. which must necessarily come first. Hence, 
(luring an initial period of time, measures must he taken to maintain 
the increase in consvnnption within limits compatible with the necessary 
increase in exports and in production of capital goods. Hut. on the other 
hand, the reasonable satisfaction of normal needs is the decisive means 
of effectively stabilizing prices, restoring the efficiency of labor, and 
re-balancing the budget, by reintegrating the sum total of transactions 
into the fiscal system, and making possible the development of savings. 

W’e must see to it that production rises more rapidly than consump- 
tion. in order to free a large enough margin to invest and export more 
than before the war. 

As a matter of fact, estimates of the national income obtained on the 
ba.sis of the objectives of the plan show, as has been said before, that 
consumption must rise steadily in order to be higher in 1950 than in 
1929, tlic best inter-war year, which, by the way. implies a parallel rise 
in real purchasing power of the consumers, particularly salaried work- 
ers. Hut the rate of increase of consumption will vary with the products, 
rince in different fields competition varies between the needs of domestic 
consumption, the necessity for export, and the accumulation of capital. 

(13) Thus, as a general rule, there is no direct confli<^ in the matter 
■of food. 

Improvement in the food situation depends solely on the time when 
agricultural production will attain and exceed its pre-war level. It is the 
aim of capital investments in agriculture provided for in the plan to ac- 
complish this within the shortest jiossible time. The priority granted to 
agriculture and to the industries manufacturing the materials and ma- 
chinciy necessaty' to agriculture — at constantly reduced prices as mod- 
■ernization progresses — should facilitate its rapid recovery, provided, of 
course, that whether conditions are favorable. The 1938 level of con- 
.sumption should be reached in 1948 or 1949, and exceeded in 1950. 
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Then. too. a normal food supply is the only way to brinj' back to 
productive labor those who have been diverted from it b\’ the lure of 
huge profits on the black market, and to put an end to the absenteei>m 
broiiyht about by the difiiculties of getting food. 

As to ])roduction of other non-durable goods, the ])er*family con- 
sumption of electricity and gas already exceeds the pre-war level. .Xn in- 
crease in the availability of coal shotild permit these industries to snpplv 
domestic consuttiers in 1948 with ([uantities in the neigliborhood of 
tliose amounts consumed in 1938. 

(14) Competition between consuinjition an<l exports is greater in 
the case of semi-durable proclucts, especially textiles. It must be solved 
by a broad program for the manufacture of socialh- useful articles for 
domestic consum])tion. A rise iti textile production, even taking into ac- 
count an increase in exports, shoukl towards 1947 and 1948 permit re- 
turn to the level of jjre-war C(»n.sumption of wool an<l cotton, respec- 
tively. For synthetics, the 1938 figjires — admittedly very low — will be 
largely suri)assed by 1947. It will still he several years, however, before 
our ])eo|)le again have their traditional wanlrohe. 

it is in the realm of housing and durable consumers' goods such as 
automobiles, household ai>i)liances, and the other elettients of modern 
comfort that the comj>elition with capital investtttenls and exports is 
keenest; i«i the sphere of mechanical construction and building the ef- 
fort either to export or to make capital investments should be greatest. 
Uesides, it is the same savers who <lccide helween productive capital in- 
vestments and the purchase of durable consumers’ goods, h'or all these 
goods, the carrying out of the plan for modernization is the preliminary 
condition, the sine qua non of mass production. 

(15) Thus, while devoting to capital investments the portion of na- 
tional production which the plan demands, the French should be able 
to regain their 1938 purchasing power for all essential consumption 
goods sometime between 1947 and 1949. By 1950, their standard of 
living, except for housing, should be definitely above the pre-war level. 

However, this improvement in living conditions, as well as subse- 
quent progress, can only be obtained by a change in the bases of pro- 
duction, the indispensable jjreliminary to a transformation in living 
conditions. 

The country must be brought face to face with its responsibilities : 
if that part of the population whose income exceetls the consumption 
envisaged under the plan fails to make the saving effort recognized as 
possible for the necessary productive investments, that is, were this sec- 
tion of the population to devote to consumption expenditures an ex- 
cessive part of its income ; or if an equally disproportionate part of the 
national income were given over to non-productive capital investments 
such as armaments, not only would we obtain none of the results which 

27 
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we cxpcclcd thus to obtain rapidly, but wc would dissipate the last re- 
serves of a <kbtor economy in temporary facilities, and we would con- 
(U-nm our countr\ to ultimate impoverishment and enfeeblcmcnt. in ex- 
ebanj^e for llie illusion of imjiroved conditions. 

I be future of the b'rench people then is in their own hands, and on 
them <lepcnds tlie reality of fmanciiiK the plan, and hence the plan itself. 

IIV/V5 in II7//V// llie Cafjilal luveshncnts Anlicil)nl(’(l by (hr 

1*1(111 Can li(' I'inanced 

( 16) If the French want to, that is. if they limit their consumption 

to what is permitted by the optimum utilization of our resources, and if 

lhe\’ refuse to invest in luxurv -trades, or to make unnecessary invest- 
. • » 

ments. the necessary capital for financing the plan can be found in 
various ways: at\ increase in long-term deposits in savings and other 
banks, a growth in funds of insurance companies and savings banks, 
direct subscrindons to issue of securities and of government bonds, 
hoarded wealth, undistrilmterl profits to pnividc funds for equipment, 
like the Rural Collective Kquipment Fuiul. and possibly the surplus of 
taxes over expenditures of the central and local governments, etc. 

1'he importance of each of these and the call to be made upon them 

(lepetKl in great measure on the price-level, on the apportionment of <lis- 

tribute<l income, and oti general economic and mojictary prospects. 

which cannot possibly be determined for the years 1948-.''0. At this 

lime, we can only make this study for I94“. 

• « 

(17) But even though it is useless to try to figure out now the pos- 
sibility of savings up to 1950, it is possible to air some expectations: and 
it is useful to state a few gener.il rules for the accumulation and use of 
the principal means of financing. 

(a) There is no doubt that farmers’ savings — once they will no 
longer be required to make up the deficit in public finance, and as soon 
as the fanners will be offered tractors, motors, etc., necessary to mod- 
ernize their equipment — will gravitate, of their own accord, toward the 
productive investments which are of particular interest to them. 

Tti fanners, the desire to invest creates a taste for s.iving, and witli 
confidence in the nation’s currency re-established, their capacity to 
finance themselves will be increased by the savings that they have 
hoarded up to the present. Agricultural investments will also be facili- 
tated by existing establishments like the Credit Agricole, or by new ones 
like the Ponds Collcctif d'Equipinent Rural, whose establishment is 
recommended on the basis of conclusions reached by the Commission 
on Agricultural Modernization. 

(18) (b) A large part of industrial capital investments will be 
furnished, as in the past, by the liquid assets of the firms themselves. 
Of course, there should be included in the price, and therefore borne 
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by the consumer, only the amounts necessary for the normal replace- 
ment of existing machinery, and to i)ay the interest and amortization 
on loans contracted for expansion and modernization. 

The same principles should be applied to firms taken over by gov- 
ernment. 

Moreover, many private firms have reserves accumulated in the 
past which will permit them to finance new projects without recourse 
to credit. 

( 19) (c) As for the portion of capital investments which is the re- 
sponsiliility of the state, that is, for its own cijuipment as well as for 
indemnity for war damage for which it is liable, a sizeable contribution 
will l>e furnished by the equivalent in francs or foreign credits, and the 
public holdings in gold and currency which will be retjuisitioned. It is 
essential that these assets, which originate in capital resources, should 
not be used to meet current expenses, but be ultimately reconverted into 
capital goods. As for the payments in francs made to the owners of 
requisitioned foreign assets, it is not unreasonable to expect these own- 
ers to re-invest most of the money. 

( 20 ) (d) I’rivate and government-owned enterprises, as well as 
the state and the financial institutions acting under its authority will, 
as in the past, call for the savings of individuals on the regular market. 

It will be ncccssar>' to follow a policy of lower interest-rates, aiul 
particularly of differentiation of interest rates according to the use 
made of private funds. This policy, along with the control of issues of 
transferable securities, will permit channeling of capital investments and 
savings by the state. 

There is no possible way of foretelling the amount that may be 
found by direct appeal to the market. There certainly exist at present 
very large reserves that remain idle because of lack of confidence in the 
nation’s currency. 

The plan, like any enterprise carried on over a long period of time, 
can only be conceived of in a state of at least relative equilibrium and 
stability of currency and prices. Otherwise, the French will neither save 
nor invest. 

Future savers will then prefer, as is now the case, to keep on hand 
either excessive stocks of goods, or abnormally large amounts of cash 
ready at the first favorable opportunity to purchase durable consumers’ 
goods or securities of stable value, or even to export their capital in as 
large quantities as the inevitable gaps in exchange control will pennit. 

(21) As a last resort, recourse must l>e had to banks, especially in 
the initial phase, in order to insure that the plan will get off to a good 
start, and that no temporary tightening of the capital market will hinder 
its execution ; and to keep close watch over the formation and particu- 
larly the investment of savings. 
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One of the technical procedures for achieving credit expansion al- 
ready exists in France, since the Credit \atioual is enipo\vere<l to ex- 
pand rapidly its nieditiin-terin operations. 

Crt'dit cxpniisifni, |»y the way. is a normal ami hcalthv method of 
linancmK. ns lonj; as its natural limits are rcsiK^clcd. These limits are; 

that the volume of hanking credits set aside for the purchase of 
c'lmpment. plus the other means of financing, shall not exceed the 
vohiinc of inatcrial resources available each year for capital investments: 

this demands j)erfect co-or<lination between the execution of the plan 
ami credit policy ; 

tliat credits should he granted not to finance excessive stockpiles 
hut to linance capital investments, and these should he profitable not 
only to the firms which issue them, hut for the cconoinv as a whole 
I lint IS. that the realization of the plan and the increase in output- 
towering of real costs of production— must control the distribution of 
credit, furnishing a criterion for the hanker in examining investment 
programs submitted to him by various firms. 

We must tlicn not <liscard. hut on the contrarv reinforce this tradi- 
tional ami efiicient ineatis of economic c<mtrol constituted by the close 
examination which a rerpiest for credit entails. 

l^-en in an entirely planned ccotiomy like that of the USSR, it has 
been recognized as necessary to use the granting of crc<lit as the most 
efficient tncans of economic control, and the hanks have been given 
appropriate mdepcn<lcnce ami rcspotisihility to this effect. This is what 
i.s called in the I'SSR “control of the plan by the ruble. '* 

La.stly. it is ueccssary that credit !>c consolidated as soon as possible 
by real savings. 


(22) \\ hether we deal with the resources of the farmers and busi- 
ness firms, or make an appeal to the money or credit market, the 
financing of the plan, like the financing of any investment program un- 
<lcr whatever economic system, fundamcntallv depends on savings. 

But these savings will not he created, nor will they be invested 
productivity, unless one preliminary condition is ftilfifled— the bal- 
ancing of nation’s current budget. 


fhe Fundamental Condition for Financing the Plan: the BaF 

nncing of the Nation’s Budget for Current Exftenses 

(23) The balancing of the state’s current budget, of the budget for 
the state-owned hut autotiomous enterprises, and of local communities 
IS the fnic qua twn for the re-establishment of confidence in the nation’s 
currency, and consequently of the stabilization of prices and the re- 
leasing for sale of goods now being withheld from the markets by the 
producers. Always of prime importance, this balance between public 
receipts and ex-penditures is rendered even more necessary by the great 
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effort for reconstruction and modernization tliat France will liave to 
achieve. The deficit in public finance.s leads to a current con>uinj)ti(m of 
financial resources, both financial and material (capital, foreign ex- 
change, raw materials, manpower, transportation, etc.) which are in- 
dispensable to the provision of equipment. 

(24) A strotig effort of will and organization should be enable us to 
attain even by 1947 a double result; 

(a) putting in order the accounts of the state, so that we may 
clearly distinguish between: on the one hand, the expenses for recon- 
struction and productive capital investments normally covered by cred- 
its and savings (this is why, as has already been said, the expenses for 
equipment which are the responsibility of the state, have been included 
in the program of capital investment planned for 1947-50) ; on the other 
liand, all other expenditures, including the military ones which ought 
to be covered by current receipts. 

(b) strict equilibrium of the current budget without recourse 
to credit. 

The real value of the deficit has decreased, as shown in the follow- 
ing table, in which the receipts and expenditures of the state in 1943, 
1945, and 1946 have been calculated on the basis of 1938 prices. 


STATE EXPENDITL-RES AND RECEIPTS IN 1943, 1945, AND 1946 
Calculated on the Basis of Prices in 19.t8 (in billions of francs) 




/9/.? 

ms 


Ordinary and extraordinary 
expenditures ( Budget'^ and 





Treasury) 

Budgetary receipts 

103.2 

54.6 

185 

51.5 

152.7 

59 

94 

59.5 

Deficit 

Civil expenses for equipment 

48.6 

133.5 

93.7 

34.5 

and reconstruction 

3.1 

2.3 

3.7 

26.5 

Remainder to be covered by 
Treasury funds 

51.7 

135.8 

97.4 

61 


The fact remains that the balancing of the current budget expenses 
for 1947 will demand considerable effort. It presupposes, particularly, 
tliat public authorities grant to nationalized enterprises the means of 

1943, 1945, and 1946 liavc been made comparable to those for 
1938 by dividing them by the average index of the total of ofiicial wholesale prices 
in the year under consideration, which are (on the basis of 100 for 1938) : 

— 234 in 1943; 

—375 in 1945 ; 

—625 in 1946. 

“According to credits granted and not actual expenditures. 
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lialancin" their operational hiulget. or. if this is not feasible, that cliir- 
in" a period of re-adaptation they contrilmte to this balance by subsidies 
written into the current budget, and therefore covered by taxes. 

(25) But there is no altertiative : unless this effort is successfully 
completed, not onlv will he execution of the plan be difficult, but any 
attempt at carrying it out would become dangerous. Expansion of private 
credits, in conjunction with advances made to the Treasury by the Bank 
of I'rance would bring on inflation, and precipitate the collapse of the 
currenev. 

77/r I-/}i(ni( ing of hwestmciii.s Planned for 1^47 

(26) ( )nly at the moment when we arc elaborating each annual por- 
tion of the plan can we calctilate for the coming year at the same time 
the expemlitures for capital investment which for the period 1947-50 
have only been estimated in order of magnitude — except for the basic 
industries; and the means of Iniancing by evaluating the resources 
anticipated by each method of fniancing. 

(.'omparison of the two estimates should enable us to adapt the 
program desired to the prtygram that is fea.siblc without inflation. 

(27) For 1947. the total of irn'cslwcnls of all kinds in metropolitan 

I'rance — including thus the reparations for war damage to real estate — 

which arc consistent with availabililv of raw materials, amounts to 

• 

around 440 billion (estimated on the basis of prices in June 1946). 

Details as to fields and items arc given in the table bclow.'- 

(28) The estimate of what we can expect in 1947 from different 
financial sources is, of course, subject to a margin of error. 

The results of the first half of 1946 were as follows : 20 to 25 billion 
from the rcsei^’es of private persons and enterprises ; 80 billion from 
the exchange into francs of foreign credits and public holdings in gold 
and currency (170 billion anticipated for the whole year); 83 billion 
from the financial and monetary markets : thus, for the half-year, a total 
of 180 to 185 billion. 

If we take into account the development of production, especially 
of key resources, provided for in the program for 1947, it seems that 
it would not be unreasonable to hope to finance 460 billion in capital 
invcsttiicnts. counting on: 70 billion from resources in agriculture and 
industry; 140 to 150 billion from the exchange into francs of foreign 
credits and public holdings in gold and currency according to the 
estimates of the Minister of Finance ; 240 to 250 billions will then have 
to be provided through private savings. 

’‘Omitted here. 

“ Investments in Metropolitan France amount to about 440 billion. To this 
must be added about 20 billion representing investments in our overseas possessions 
which must be financed by savings in France. 
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(29) This last figure corresponds approximately to of^ income 
payments for 1947. estimated at 2.7(>0 billions on the lia>i> ot produc- 
tion forecast under the plan, of the price level in June 194 ^l and on tlie 
supposition that the current budget is balanced. 'I'his proportion l^ about 
equal to that reached in 1938 (S'/< ) "hen there was not a high level <>t 
economic activity, currency was unstable, and a world depression 

threatened. 

We must mention, moreover, as has already been stressed above, 
that the appeal to new savings, that is. those accumulated in 1947, will 
be reduced in large measure, if the French can regain confidence in 
their national currency, by the contrilnilion of sizeable savings of the 
past, which now are not invested but hoarded in the form of abnormally 
large quantities of notes, gold, or foreign exchange, or as excessive in- 
ventories. 

If these accumulated savings were invested, recourse to credit ex- 
pansion in 1947 should be relatively low. 

One can see, therefore, that the current budget must be balanced by 
1947, so that the old savings will be invested thanks to a return to con- 
fidence in the stability of the franc, for which the budgetary balance is 
a prerequisite, and in order that savings available for investment be 
utilized for productive ends. 

Al)out 220 billion out of the 460 billion for the 1947 program re- 
late to the expenditures for equipment and for reconstruction borne by 
the slate. 

(30) The methods acconling to which these means of financing 
will be utilized will have to be <lcterinined by the appropriate institu- 
tions, especially by the Coiisci/ National dtt Credit. . . . 


Methods of Carrying Out the Plan 

Introductory 

(I) The decree of January 3, 1946, creating the Cotiseil dn Plan 
endowed the Council with the responsibility of proposing to the gov- 
ernment the ways and means of assuring its execution. 

The plan is for France a new kin'd of enterprise, which demands new 
methods of consultation and action. These methods will have to be 
adapted to circumstances, and modified when experience shows this to 
be necessary. 

The proposals which follow make no pretence of covering all prob- 
lems of method and organization which the execution of the plan will 
raise as it proceeds. Their essential purpose is to establish a starting 
point which should enable us to launch the 1947 program, leaving open, 
however, the possibilities of adaptation suggested by experience when 
the plan is in operation. 
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It is in this spirit that wc shall examine briefly the methods of 
elaboration, execution, and control of the plan, the allocation of key 
resources and certain reforms necessary to facilitate its execution. 

Working Out of the Plan, Its Execution, and Control of the 
Execution 

(2) The instructions given on January 10, 1946, bv the Minister 
riesulent to the Chairman of the Couscil du Plan after they had been 
l)a^se(l by the Council of Ministers, covered the <iuestion of the develop- 
iMciil of ilic in the following tonus: 


l he entire nation must share in this effort. 

1 he country will accejit the measures we are taking only insofar 
as It clearly realizes and understands the situation. I hc establishment 
and wkIc dissemination to the imhlic of the balance-sheet of our whole 
econoinic situation, of the plans for modernization and their effects on 
the activities ami lives of all of us. seem indispensable; whether it be 
t<t allow those* responsible for our economic policv, once they arc in 
posssession of all the facts, to make a choice, or to have the govern- 
ment obtain the consent and co-operation of the nation for the carry- 
ing out of the decisions made. The plan is useful not only to the public 
administration and the executive, it is interesting to all Frenchmen 
wlio will find in it the main facts concerning our situation and instruc- 
tions to guide them in their private initiative. 

Since the execution of the plan will demand the co-operation of 
every one, it is absolutely neccssarv that all the vital elements of the 
nation share in its development. That is why the proposed working 
methods bring together in each division of the administration involved 
the best i)uiddied experts, the representatives of professional organiza- 
tiuns { workers, staff, cruployers) . 

The chairman and his staff establish the overall instructions for 
the Commissions on Modernization, constantly follow the progress of 
their studies, and see to it that each commission he enabled to take 
into account the effects, needs, or limitations revealed in the others, 
as well as the conclusions reached bv the Commission for Overseas 
1 crritones. They are responsible for the integ?ation of the work of 
the different commissions. 


These instructions have prescribed the method used for the working 
out of the first plan submitted to you. 

This method consisted in assembling in a collective working group 
and their constant consultation in order to gather facts pertinent for 
each branch; administration, industry, agriculture, workers’ syndicates, 
experts ; and on the other hand, to bring out the overall picture, kept up 
to date, and known to all. thus enabling each person to integrate his ob- 
jectives with the general objectives. 
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Following these instructions, eighteen Cominissions on Moderniza- 
tion were set up whose work was co-ordinated by the commissariat. . . . 
For the first time, all elements interested in the progress of an industry 
or a production have found themselves assembled in order to carry out 
together a common task, in which more than a thousand people have 
particijiated. 

There is a great <lifFercncc in functioning between the Commissions 
for Modernization, and commissions which had been set up before that 
time. In the past, commissions of experts, or tripartite commissions 
played an advisory role to the government, which consulted tliem on 
specific points, while in the Cominissions for Modernizatimi. which in- 
clude rejirescntatives of the government, the members have a common 
task and a common goal. Of course, there coukl be no (|ueslion of 
giving them a power of tlecision which belongs to the government and 
the Parliament, but as a whole the commission has been given a collec- 
tive responsibility and a definite task. 

The experience of the work carried on in the last nine months has 
shown what psychological force such a method commands. In.stead of 
being dry and liureaucratic. these commissions Inne become sources of 
inspiration, the work of a certain number of them which we are sub- 
mitting with this report give proof of it. d'he knowledge actjuired in 
common in dealing with common problems greatly facilitates decisions, 
and their understanding once they are taken. In man)’ cases, action 
results from consultation alone. 

At the same lime that this work was proceeding, the General Board 
brought together in an overall picture the conclusions of the Commis- 
sions for Modernization, re-adjusting the olijcclives to the general jiic- 
turc as it crystallized, giving rise to direct exchanges of views between 
the different commissions, in order to mold a common point of view, 
when this proved necessary. 

I'his is how it was possible, for example, for the board to establish, 
for the first time, a balance .sheet, showing the needs of France in man- 
power for each field of activity during the next few years. Thanks to^ 
this balance sheet the Manpower Board was able to define long-term 
general measures, a.s well as the immediate measures recommended in 
its extremely important report. 

Insofar as the suggestions of the General Board and the Commis- 
sions for Modernization incorporated in tills report contribute to the 
solution of the problems which our country must resolve, the greatest 
credit must be given to the method used. The method essentially con- 
sists in : collective work, consultations before making any decisions, and 
overall picture constantly kept up to date and known to all. 

We believe that only by applying such a method will it be possible 
to make the plan a living reality. The preceding chapters have shown 
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thru thoujjh lor the basic industries one could <lefine and decide upon 
tlie im)jjrains for the next four years, this was not the case for the re- 
maining French activities. For the latter. ol)jectives were i)roposed for 
I'XiO. but tlie‘'e <«l)jcctives were aimed at directing action, not at crvstal- 
lizing It ; they are temporary and can be revised, lust as we are submit- 
ting to the council a dermite plan for l'J47. so cadi year we shall have to 
uoik out a program which takes into account the essential resources 
ih.ii u ill be available. ( >tlierwisc. we should ri>k either bv ovcr-ojitiniism 
to create intlation which would threaten the basis of stability necessary 
to the enterprise or. Iiy an e.xcess of prudence, to tail in fully utilizing 

our economic jiotential. 1 he plan should be constantlv elaborated and 
continually .'idjustcd. 

I bus alone can our problems he solved by a permanent exchange 

of ideas between the a<lniinistration and the countrv. in a coiiccrlal 

• itinoniy and not in a directed economy on bureaucratic or corporative 
patterns. 

W'e shall have to give wi.le iniblicity to the plan .and to the exact 
pnigrams in progress, as well as to the advances made. Only thus can 
converging action be reached, and only thus will the active particijxition 
of public opinion be obtained. If all the creative forces of the nation 
know and .accept the distant objectives, as well as the immediate reali- 
ties. they will be able to understand the reasons for the decisions made, 
and conseijuently make their contribution to the collective action. 

(3) In the collective undertaking which consists of working out, 
executijig, and controlling the execution of the plan, our administration 
has an important role to play. This role will be facilitated, and even, 
in many cases, made possible by constant consultation and free dis- 
cussion of the problems to whose solution it is to contribute — discussions 
winch .arc, and have been, going on for the last nine months, in tlie 
cliiTcrent Commissions for Modernization. In defining methods for work 
and the new organization demanded by the novelty of this plan, we 
must not forget, however, that in the past ten years our Administration 
has had to face, in the economic field, tasks becoming steadily more 
<lifficult and which, moreover, were not infrequently met with opposi- 
tion. After struggling with the effects of abundance, it has had to correct 
the harmful effects of want. 

Furthermore, in order to escape the grasp of the occupying forces, 
they have been impelled by the spirit of resistance to diffuse responsi- 
bility, an<l show co-ordination. The liberation, suddenly throwing our 
economy back into the war effort, established the priority of military 
over civilian needs. \'ictory once more reversed our objectives and 
inctliods. 

Once more, our Administration has now to face a new task, the op- 
posite of those which it has assumed previously. It has been assigned 
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<lirect control over the important sector of industry taken over b>- the 
state. Instead of directing a backward and self-sutVicient ecunomy. it 
must help to promote an economy that is expanding anti open to world 
markets, it must contribute to organizing tlie optimum utilization of 
our resources for steadily increasing production and capital investments, 
for large amounts of trade. 

It is evident that under these conditions, we cannot think of utilizing 
without pmfound modifications an organization, a body of rules and 
methods of action and control which often go back as far as 1940, if 
not beyond, and which inevitably lead to final results exactly ojiposed 
to what is needed at present. 

(4) The method to be used in working out the plan so as constantly 
to adapt it to circumstances, to carry it out and control its execution, is 
just as important as the i>lan itself. As a result of the exjx^rience of the 
last nine months we suggest the retention of the new institution and 
methods which are embodied in the Commissions on Modernization 
and the General Board. We further suggest that the General Board, 
since it has been charged with assuring the working out of the plan, 
should be charged also with assuring the co-ordination and control of 
its execution. 

Of course, certain modifications could be incorporated into the 
existing commissions, cither to assure desirable regrouping, or in cer- 
tain cases to change their composition with a view to putting an end if 
necessary to overlapping with commissions of similar scope. 

Execution and Control of Execution 

(5) In order to put the plan into operation, we must provide for 
varying methods of execution for different branches of our economy, 
methods which, however, must all originate in the principle that mod- 
ernxeation is an obligation for every activity in the country, and that 
our limited resources of raw materials, manpower, and financial means 
must be utilized on a priority system for the execution of the plan. 

These methods, while providing the necessary discipline, must favor 
creative initiative in all branches, and maintain legitimate profits and 
risks in private enterprises for which they establish necessary incentives 
and sanctions. 

Public or State-owned Sector 

(6) Adoption of the plan by the government will l>e tantamount to 
or<lcring the Administration, public utilities, and nationalized enter- 
prises to carry it out. These cover a very large and important ixirt of 
the French economy: harbors, roads, navigable rivers, post, telegraph, 
telephone, railroads, coal mines, electric power, aviation industry, ar- 
senals, etc. . . . 
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The state-owned adtninistrations and enterprises, under the control 
of competent government agencies, will have to apply the principle de- 
fined by the plan more strictly than those not owned bv the governmenL 
They will have to account for the execution of the plan, for upon this 
execution depend very closely the resources available for the rest of the 
hrench economy. They will also have to take ])art, within the framework 
of tlie Commissions on Mo<lcrnization. in the revision of the plan and 
the co-operative preparation of the annual programs. 

Hy the number of orders it places, the jinblic or government-owned 
sector is called upon to play a fundamental role in the modernization of 
industries which supply its equiiiment. and in the construction and pub- 
lic works industries, whose most im]>ortant customer it is. Chapter 
gi\ es a detailed account of the exact measures to be taken in 1947. 

(.onccu! rated Enterfnises 

( 7 ) In the free spheres which are sufficientlv concentrated and 
\\ hose importance is vital to attaining the general objectives, the execu- 
tion will have to be based on contract agreements between public au- 
thorities and the industry concerned, the industrv taking on the obliga- 
tion of operating the plan, the pviblic autliorities that of furnishing the 
necessary means (credits, materials, etc.) or of facilitating their ob- 
taining them. According to the organization of each industry, agree- 
ments can be gone into with one or several syndicates, with groups of 
enterprises, or even, in e.xceptional cases, with individual enterprises. 
Should satisfactory agreements fail to be reached, recourse can be had 
to the law of April 26. 1946, on the production programs. 

It will have to be made absolutely obligatory that allocations of raw 
materials and credits be made strictly in accordance with these rules. 

Hy these agreements, the contracting parties will assume the re- 
sponsibility of ojicrating the plan prepared bv the Commission of Mod- 
ernization and approved by the government. In the first place, they will 
have to divide the tasks of carrying out the plan among various enter- 
prises, and submit this breakdown to the commission and to the ad- 
ministrative agency in whose authority the matter falls. They will sub- 
niit to them periodical reports on the execution of the plan and legal 

disputes, and ask that new general instructions be worked out wherever 
needed. 

\\ orking in close relation with the Commission on Modernization, 
the administration dealing with the industr>' under consideration will 
have to assure the carrying out of all the administrative tasks and con- 
trols necessary to the realization of the plan, and particularly to see 
that the allocations be made in conformity with its requirements. 


“Omitted here. 
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This method will have to be aj)plicd for the execution of the })ro"ram 
for 1947, especially in tlie steel, construction, fuel, niachine-tuul. tarin- 
machinerv, textile, and the automobile industries. 

Scattered Enterprises 

(8) In certain sectors, a contractual agreement is not possible bc- 
CJiuse of the high number of enterprises. 'I'his is the case in the con- 
struction industry, which numbers 200, (X)0 hrin.s, and in agriculture 
where there are 2,400.000 producers. In these fields, of course, dilTercnt 
methods of execution must be sought. 

The programs are set up by the Commission on Modernization in 
collaboration with the administration, and tra<le associations. Thev are 
handed down to the branch offices such as thy OQiccs .tijricolcs Dc- 
partcmcutiiux, and executed by them, with the active co-operation of 
representatives of the administration and the professional associations. 

National organizations specializing in research and technical stjidies 
<levelop the most modern methods of production and exjjloitation and 
publicize the progress of their work, particularly by setting up model 
construction yards and farms. 

The actioti of the public autlnjrities sluntld consist of jdacing at the 
disposal of entrepreneurs and producers the materials and financial fa- 
cilities necessary to the nifidernization. in establishing building programs 
and procuring contracts covering several years, and in setting up a 
long-term policy for agricultural i)rices, with the object of orienting 
prodtjction. In the case of construction and public works, modernization 
clauses must appear in the contracts signed by the administration and 
the nationalized enterprises, as already stated in Chapter VH.*^ 

Decentralized Consulting Organizations 

(9) A central organization, with branches for the various kinds of 
activities, must be complemented by a decentralized organization. For 
many proble«ns can otdy be resolved if, after an examination on a na- 
tional scale, they are scanned in the light of regional aspects. As an 
example, the reconstruction and modernization of certain harbors caii 
be conceived only in relation to geographical details about the regional 
industrial development and activities, the priorities for reconstructioti 
and for the construction of dwellings will depend on local development 
of economic activities ; the development of certain factories and the 

“Omitted here. 

“The term “region” is not used here in its primary sense of administrative 
region. The authority over these regions of each consulting organization will be 
defined according to the problems to be treated and the corresponding adminis- 
trative structures, committees, associations, etc. 
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clositij^ of tfio.sc wliicli are not economically healthy brings up local pro- 
hloin.s of transportation, manpower, aiul reconversion. 

W c thcrcPirc suggest the constitution of cleccntraliEecl consulting 
tirganizalions. 'I'heir role will consist in studying, for the activities of 
the region as a whole, the ap])lication of the j)lan as set up for each 
acti\ity by the Cominissiou on Modernization, to establish within the 
framework of the region the necessary co-ordinations, especially be- 
tween the programs of industrial development, reconstruction, and trans- 
portation. 

I hese organizations might include, besides the local representatives 
of the administration, people qualified by their specialized knowledge 
of economic and social problems of the region, such as members of the 
tra<le unions. Chamliers of Commerce, departmental agricultural agen- 
cies. etc. 

'I bus could a more general and exact collaboration be obtained be- 
tween those working permanently for the development of the plan and 
the rest of the countrv. 

Allocation of Key Resources 

( 10) As shown in Chapter the plan can be carried out on the 
basis of jirioritics and the necessary rhythm of production only if, by the 
active intervention of public authorities, equilibrium is established for 
the main resources between what is available and what is required. 

This demands the maintenance of a certain discipline insofar and 
so long as scarcities prevail. Rut only those controls should be main- 
tained which are indispensable to the execution of the plan. It is on this 
condition that the French will understand and accept them. 

W' e shall examine briefly ; the allocation of essential materials ; 
building permits: manpower; foreign exchange; credit; and rationing 
and prices. 

(11) Raw iuatcrials. It is essential to proceed within a very short 
time to a complete revision of the rules of allocation now in force, to 
eliminate those which are not essential, and to render the rest more sim- 
ple and effective. In particular, preferential treatment should be granted 
those who produce and sell their products instead of holding them back. 
In certain cases, the return to economic freedom should forbid the use 
of certain materials, or quantities should be limited. 

As for materials such as coal and ferrous metals, the scarcity of 
which wotild disappear through the working of the plan, they, neverthe- 
less, must continue to be allocated. And this allocation must be supple- 
mented by control of manpower. 

"Omitted here; deals unth materials and resources: power, ferrous metals, 
foreign e.xchangc, management. 
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It goes without saying that allocations must be maclr strictly in ac- 
cordance witli the plan. 

(12) Building permits. In or<ler to ])reserve for ef|uipment and 
reconstruction the necessary material and manpower resources, it is 
indispensable to retain control over new construction, to keep careful 
watch over its application. Otherwise, part of our resources will con- 
tinue to be diverted to construction that is not urgent and may even be 
superfluous. 

Control must extend to the public atlministration and to nationalized 
enterprises, which must not abuse their priorities, by undertaking 
projects without proven urgency. 

(13) Manpo'wer. Supplying the manj)ower needs of priority pro- 
grams itnplies a series of positive actions as defined in Chapter 
especially the control of all employment, and particularly of imported 
manpower. 

(14) Foreign Exchange. Our foreign exchange resources can be 
husban<lc<l only by the retention of control over foreign exchange and 
trade, the latter by means of control over exports as well as the main- 
tenance of imjwrt programs for supplies and e(iuipment. 

(15) Credit. The allocation of credit resources, which the nationali- 
zation of credit has placed under the control of the state, is an essential 
element for the orientation of capital investments and the realization of 
the i)lan. Such allocation must be effected in accordance with the plan. 

(16) Rationing and price control. While scarcities prevail, it will 
be necessary to maintain rationing and price control, save for improve- 
ment of its methods and organizations. 

Reforms Necessary to Facilitate the Execution of the Plan 

(17) Statistics. It is necessary that the government and administra- 
tion be kept exactly and completely informed. In all highly industrialized 
countries, whatever their economic regime, in the United States as well 
as in USSR, statistics are at the basis of all government activity. 

Lacking exact statistical information, the execution of the plan will 
meet w'ith insurmountable difficulties, whether in putting the programs 
into operation, or proceeding to make adjustments reejuired by circum- 
stances. Besides, dq)cndable statistics would doubtless permit us to 
abolish many control measures which we retained because the actual 
situation is not recognized. 

Here again, a joint effort on the part of administration and private 
citizens is required : to many questionnaires and too many fonns to 
s fill out, added to a traditional scepticism toward figures have influenced 
the French cither to withhold information demanded or to give inexact 
figures, 


“Omitted here. 
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llavinji re(lucf<l tlie number of questionnaires. \vc shall have to in- 
>i>t tliat exact information be "iven. This presupposes the unification of 
accounting methods and balance sheets and reinforcing of the co- 
ordinating powers of the agenev charged with collecting and making use 
of them. 

An especially strong clTort must Ik* nnule in the matter of national 
income and manpower statistics, necessary tools for the directing of 
government action. 


( IS) /'isai! f'rohh'iiis. \\‘e imtst set up an c<|uitahle fiscal policy, 
which, while assuring the returns necessary to balance the lunlgct, will 
facilitate the e.xpansion of ]>roduction and modernization. 


Pre>ent fiscal meiluxls and heavv taxes interfere with the concentra- 


tion of iiulu>try. ICxemption from those taxes must he graitted when 
such merging is rec«>gnized as the necessary condition for specialization 
and modernization. W'e mnst also abolish the fiscal harriers to splitting 
tip of enterprises. 

l‘'re<inently hnsine.ss firms declare that they abandon certain invest- 
ments itulispensahle to modernizalitin. since the rules of amortization 
.ipplicahle iti the matter of taxes on industrial and commercial profits 
are not com])atihle with the technical situation. Revision of these rules, 
therefore, appears liable to facilitate the realization of the ]>lan. 

These reforms can he set in motitm rapidly and without difficulty. 
Uut a more profound reform which re(|uircs extensive stinly is e(jually 
necessary. The present tax system indiscriminately burdens all elements 
of production, cejuipment goods, raw materials in process of being trans- 
formed. as well as goods ready for consumptioti so that once inter- 
national competition will have returned, exports of our products will 
become <lifficult, or even impossible. Instead we must institute a flexible 
system, which will lift the burden from essential production, favor mod- 
ernization, and aid in the directing of consumption while satisfying its 
Jiecds. 


(19) Proinsiotis jor dcprcdoliou. The maintenance of price con- 
trol in a period of scarcities has been mentioned as one of the essential 
measures to assure the best utilization of our resources. Prices, agri- 
•culturnl as well as industrial, mnst include the amounts necessarj* to 
maintain production equipment. The consumer should not be burdened 
with the capital investment necessary for modernization or the develop- 
ment of production, any more than with the cost of deferred mainte- 
nance. But. if we do not wish to see once again French equipment which 
li.is been renewed or replaced gradually disappear because of old age or 
obsolescence, we must make, through pricing, some provision for de- 
preciation funds, which, by the way, will have to be strictly controlled. 
These general provisions must not result in raising the present price 
level ; if they tend to have this effect, they should be enacted only when 
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increased production and modernization will have achieved a lowering 
of production costs. 

(20) Free enterprise and imlionaliced enterprises. Everyone con- 
cerned must know definitely, for a fairly long period, the framework 
within which he must work. As soon as Parliament convenes, the gov- 
ernment should define in no uncertain terms the dividing line between 
the nationalized and the free-enterprise sector of the economy. 


% 
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Chapter XVIII 


Poland, Czechoslovakia, and Hungary: 
Approaches to a Fully Planned 

Economy 


Introduction 


HE present cliapter, besides the introduction, includes: (1) sig- 
nificant parts of the Polish Xatioual Economic 'Plan :• Resolution of 
the National Council Concerning the National Economic Plan and The 
Plan of Economic Reconstruction for the Period, /, 1946 — 

Dccc'mber 31. 1949; (2) the speech (with some omissions) by the 
Minister of Industry, Hilary Mine, on The Nationalication of Industr'^ 
(194(5) ; (3) the Statement of Policy of Mr. Gothvald's Government in 
the Constituent Kational Assembly, July 8, 194(5 — the major parts de- 
voted to economic issues; (4) the substance of the Three- Year Hun- 
garian Plan (1947). 

In many respects the planning of Poland and Czechoslovakia is on 
similar lines. They start with the assumption that a rise of output above 
pre-war levels is the first condition of improvement. It is, therefore, 
necessary to determine the use of scarce resources, as between invest- 
ment and consumption, as among plants according to results expected, 
and also the time distribution of output. In the crisis conditions follow- 
ing an exhausting war, the governments are emphatic that in proposing 
investment expenditures, it will be necessary to take into account the 
proximity of the flow of consumer goods. 
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In order to raise output sufficiently, the governments urge full em- 
ployment: the most productive use of workers through a process of up- 
grading. and the reduction of numbers in sterile and parasitic occupa- 
tions; the extermination of cartels, the agents of restrictionism; the 
breaking up of the large estate; the acquisition of maximum amounts 
of capital from abroad; utilization of the monetary machine to put idle 
resources to work. Higher output would also stem from an acceleration 
of the rate of industrialization. 

In both countries, the planners demand an improved status for the 
working masses. Higher output and better distribution will ameliorate 
the lot of many. Wage policy appropriately tethered to output, i)rice 
policy directed towards reducing prices, and fiscal policy which would 
reduce if not eliminate exploitation by capital, are all roa<is to the goal 
of better treatment of the common man. 

Unlike the aim of the various five-year-plans of the USSR, a rise 
in consumption standards seems to be not only an ultimate but also a 
proximate objective. Investment is justifiable only insofar as it will 
yield more consumption goods, and reasonably soon. 

These are, indeed, planned economies, with public, co-operative, and 
, private sectors. Nationalization is justified for its potential contribu- 
tion to expanding output, and also for the leverage it yields the state 
for controlling the economy. Private ccononi)’, largely restricted to 
small business, will exploit the acquisitive instinct, but will operate on 
lines determined by the state. In short, the planners in these states look 
Eastward in their anxiety to take over the allocation of economic re- 
sources, and in their advance towards socialization of industry and 
measures taken to reduce property incomes. Their planning lenses are 
focused Westward, however, in their proposals to use monetary and 
fiscal policy to reduce interest rates, provide full employment, and in- 
crease consumption of the masses. Their plans are a curious mixture of 
Marx and Keynes. 

In most respects, the Hungarian Plan which has just been made 
available follows the other two discussed in this introduction. Again, 
the planners emphasize the importance of raising real wages (by re- 
ducing prices and increasing wages), and improving the distribution of 
income in favor of low-income groups. By reducing taxes on consump- 
tion, by ridding the system of exploitative middlemen, and by assuming 
a stable monetary system, the government would bring about a decline 
in prices. Following in the footsteps of all Eastern countries, the Hun- 
garian Government also is determined to embark on an impressive in- 
vestment program. At least in the early years, its financing is to be 
almost the prime responsibility of government ; and taxation on a pro- 
gressive scale is to provide the required resources. In one important re- 
spect the Hungarian Plan differs from the other two. By the latter part 
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of 1947, Hungary clearly could not count on much help from the West; 
but the government avowed its determination to move ahead with or 
wirhout foreign aid. 


Poland; Production, Trade, and Industry^ 

General Guiding Princif^les of the Plan of Economic 
Reconstruction ® 


[Introduction] 

The plan of Economic Reconstruction covers the period from 1st 
January 1946, to 31st December, 1949. 

In executing the plan, the Polish economy should aim at raising the 
standard of living of the working masses above the pre-war level. This 
aim will be attained by the redressing of war damage, the realization of 
the principles of the new economic and social order, and the economic’ 
unification of the okl and the recovered territories, so that finally the 
enlarged economic apparatus which Poland within the new frontiers will 
possess after the redressing of war damage will reach normal output.’ 

In accordance with the contents of the preceding paragraph the main 
purpose of the plan is to increase consumption. At the outset and espe- 
cially during the second year, the realization of this goal will not allow 
capital accumulation to a sufficient extent to offset war damage ; in some 
cases it may even be impossible to prevent further net loss of capital. In 
the final stages of the plan it will he possible not only to increase con- 
sumption but also to lay special emphasis on investment processes to the 
extent necessary to redress war damage and to create a balanced eco- 
nomic structure, to complete the process of reconstruction and to lay 
foundations for further development of the Polish economy in accord- 
ance with the long-term plan. 

The plan will lay special emphasis on the development of those 
branches of industry which, though not directly satisfying the needs of 

* Polish National Economic Plan, Resolution of the National Council Concern- 
ing the National Economic Plans and the Plan for Economic Reconstruction for 
the Period of January 1. 1946 — December 31, 1949 (Central Board of Planning, 
WarMw, 1946). pp. 17-27. 

•The Resolution (ibid., pp. 7-11) states the reasons for adopting a system 
of planned direction of the Polish economy and the principles of the plan; it gives 
the government the needed powers and entrusts it to present the necessary bills re- 
garding the Plan of Economic Reconstruction. An Annex (pp. 29-108) presents 
basic figures of the Polish economy. 
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the consumer, will make possible the most rapid development of con- 
sumer goods production. In this connection : 

(a) The manufacture of supplies for agricultural production 
(machinery and fertilizers) should be developed up to the capacity 
of agriculture to absorb them. 

(b) The production of coal should be increased to the limit of 
technical possibilities, as this product has a decisive influence on 
Poland’s ability to import. 

(c) Owing to the great importance of power resources for all 
branches of production and the long period of investment involved 
in this field, electric installations and production of electricity should 
enjoy priority in the program of investments. 

(d) In view of the importance attached to transportation 
throughout the period of the plan, investment in this field should also 
be given high priority. In the last stages of the plan, however, the 
special stress now laid on railway transportation will be shifted to 
highways and waterways : at the same time the reconstruction of 
ports and the development of sea navigation will proceed at the 
highest speed in order to meet the needs of anticipated imports, ex- 
ports and transit trade. 

[Guiding Principles] 

Production Policy 

(1) In allocating the present scarce factors of production, distinct 
priority should l>e afforded to the production of consumer 
goods in the initial stages of the plan, taking into considera- 
tion, however, the requirements enumerated in the introduc- 
tion. 

In the production of consumer goods priority should be given 
in the following order : 

(a) staple foodstuffs ; 

(b) necessary footwear, textiles and clothing; 

(c) industrial articles for household use; 

(d) other consumer goods. 

(2) After achieving the necessary increase in production of con- 
sumer goods for the home market, further increases should be 
governed by the level of home consumption provided for in 
the final year of the plan, and by the expected exports of these 
goods. During the second year of the plan, the index of per 
capita production of consumer goods should reach 85 
(1938= 100) and at the end of the second year this index 
should reach the pre-war level. In the last year, it should ex- 
ceed the pre-war level by 25%. 
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(3) The index of the value of per capita agricultural production 
.should reach 90 in 1948 and 110 in 1949. 

(4) In the second year of the plan, the output of production goods 
not includc<l in tlie introduction should be expanded to satisfy 
the policies defined in (1) and (2). In conformity with the 
increase in production of consumer goods in the third and 
fourth years, a gradually increasing stress should be laid on 
the output of production goods, in the following order: (a) to 
improve transportation; ^b) to expand the production of con- 
sumer goods mentionetl in (, 1 ) ; (c) to promote reconstruction 
of ]>roduction facilities for capital goods. 

As soon as the needs of transportation and consumer goods 
production are covered, increasing stress should be laid on the 
output of capital goods mentioned in (c>. In this category of 
capital goods, priority should be given to items which can be 
pro<luccd ra[)i<ny. 'I'hc reephrements for capital goods which 
need a long period of production should be covered by im- 
ports as far as possible. 

(5) In order to accelerate the development of production of indus- 
trial products, adequate means should be provitlcd to eliminate 
bottlenecks. In case of competition between the factors of pro- 
duction in this group (e.g., requirements of raw materials, 
semi-finished products, machines, labour) the foregoing order 
of priority should be applied. 

(6) The index of output of production goods per head should reach 
250 in the last year of the plan. 

( 7 ) Concerning the nationalized sector, efforts should be made to 
concentrate production in those plants with the best technical 
equipment and lowest cost of production: this applies mainly 
to those branches of industry where the full productive ca- 
pacity cannot be utilized because of shortages of raw materials 
or auxiliary supplies. 

Smaller plants, producing at high cost, should be amalga- 
mated by pooling their machinery and equipment, thus striv- 
ing to create better production facilities and reducing costs of 
production. 

(8) The technique of industrial production should be based on: 

(a) the introduction of the assembly line method of produc- 
tion ; 

(b) the development of domestic and the exploitation of for- 
eign inventions, as well as the enlargement and develop- 
ment of scientific research institutions; 

(c) the use of substitute materials; 
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(d) the application of methods of scientific manageinent. 

(9) Efforts should be made to reduce the costs of production and 
unproductive expenditure, by fixing standard amounts of 
power, fuel, raw materials and semi-finished products to be 
used, the exact number and functions of workers to be em- 
ployed in state commercial enterprises, by reducing super- 
fluous manual workers employed in unproductive sections of 
industrial plants, by establishing standards of employment of 
auxiliary personnel, and by developing methods of utilizing 
all kinds of waste products. 

Investment Policy 

(10) The total acttial investment in the Plan of Reconstruction 
should amount to about 20% of the national income for the 
period of four years (i.e., to alnnit 10 billion pre-war zlotys). 
Total investments in the different years of the plan may oc- 
casionally exceed the accumulated income, provided that the 
degree of credit expansion in any year is not out of line with 
available production factors (raw materials, machinery, la- 
bour, etc.) and does not impair the efficiency of the mecha- 
nism for regulating prices and consumption. 

The above investments are determined on the assumption 
that the influx of foreign capital will amount to 15-20% of 
total investment. 

(11) Deferred replacement of the existing production facilities 
should not, in principle, be included in the plans of investment 
for the first rtvo years if not required by the production pro- 
gram. This replacement ought to be included in the plans of 
investment for the third and fourth years. The above does not 
apply to replacement for current production. 

(12) The investment plan for the fourth year .should provide for 
such new investment as is necessary for the production pro- 
grams in the early stages of the subsequent long term plan. 

(13) Industrial investment should be made in conformity with the 
following criteria : 

(a) In the different branches of production in accordance 
with the principles which determined the production pro- 
gram in the preceding section. 

(b) In the separate plants, according to: the productivity of 
the investment (relation of investment to the increase in 
production) ; the speed of productive effects (the increase 
of -production over a given period) ; the reductions it will 
make possible in the cost of production. 
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(c) As regards different production areas, if there is no de- 
cisive argument for a given locality further expansion 
should he avoided in Silesia. 

(d) Industrial investments during the period of the Plan of 
Reconstruction should include, in principle, the recon- 
struction of plants whose capital equipment has been only 
partly destroyed. 

The reconstruction of plants with more than 50% of build- 
ings and installations destroyed can be undertaken only with 
special justification. The construction of new industrial plants 
can be included in the plan of investment only if plants are 
required to complete the new industrial structure of the country. 

(14) Investments in agriculture should be made according to the 
following criteria; 

(a) The productivity of the invcstmetit. 

(b) How soon the effect on output will be felt: 

In the field of private economic investment priority 
should be granted to investment in working capital, 
(livestock, machiner>- and fertilizers). 

Investment in buildings should be made, in principle, 
only on destroyed farms the size of which justifies the 
erection of new buildings, and also in buildings on 
farms created as a result of the new structural changes 

in agriculture both in the pre-war and recovered terri- 
tories. 

Investment in land should not be included in the Plan 
of Reconstruction (except when connected with the 
completion of agrarian reform). 

Investment connected with agricultural markets should 
bring the equipment up to pre-war standards, supple- 
mented by such extensions as are required by the 
changes in the structure of agricultural life and the 
export of agricultural products. 

(15) (a) Essential investments in the Plan of Reconstruction 
should include expansion of the capacity of the existing 
transport network (railways, waterways, highways, tele- 
communications and ports) and should take the form of 
reconstruction of workshops and investment in rolling 
Stock and ancillary equipment. 

(b) Transport investment should not provide for any exten- 
sion of the existing network, except when indispensable 

for the perfection of the network within new economic 
structure. 


POLAND, CZECHOSLOVAKIA, AND HUNGARY 


439 


(c) In the fourth year of the plan the total tonnage carried 
will be at least 75% greater than that carried iji 1938. 

(d) In the field of electric power distribution, investments 
will include the reconstruction of the electric grid, new 
investment required for extensions in the new territories, 
and investments to meet the increased demand for electric 
power in the new economic structure. 

(16) The reconstruction of towns and villages sliould make possible 
the performance of such of their functions as are important 
from the political, social, cultural and economic points of view, 

(a) Investment in buildings should meet the needs for a mini- 
mum standard, especially : 

In housing they should provide dwellings for the work- 
ing people, enabling them to work continuously and 
productively. 


Public utilities should be capable of providing full 
services for all dwellings and should make possible the 
provision of basic social services. 

(b) In view of the importance of science and technique in the 
cultural and economic life of modern society, the higher 
educational institutions, technical schools, and scientific 
research institutes should be supplied with better accom- 
modation than they had before the war. 

(c) Investments in the field of health services should facilitate 
to the full the fight against epidemics and social diseases. 

(d) All buildings to be reconstructed should be reconstructed 
in the period 1947-49. 

(e) Measures should be taken to reduce the costs of building 
by means of standardization, prefabrication and use of 
mechanized construction equipment. 

Foreign Trade 

(17) (a) In the second year of the plan it will be necessary to 
continue to import foods which are in short supply (c.g., 
fats, meat, or fish). Special stress should be laid on the 
import of raw materials and equipment for production of 
consumer goods (auxiliary equipment for industry, spe- 
cial types of wool and hides) plus a certain quality of 
manufactured consumer goods themselves. 

(b) In the third and fourth years of the plan the import of 
food will cease. A smaller quantity of manufactured 
goods will be imported, but a greater quantity of raw 
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materials and investment goods for industry must be ob- 
tained in foreign countries. 

(c) Points fa) and (b) relate to normal imports covered 
either by current exports or by short-term credits. For- 
eign cre<lits for the import of raw materials and food will 
be indispensable in 1946 and 1947. Credits for the import 
of investment goods, however, will be needed at an in- 
creasing rate throughout tlie entire period of the plan. 

<18) I-.xports in the second year of the plan will consist primarily 
of coal and, in achlition, certain (juantities of cement, zinc, 
sugar, salt. Markets must be safeguarded for the future for 
highly processed agricultural product, for breeding stock, 
seeds and selected manufactured consumer goods (c.g., tex- 
tiles. metal goods, furniture, toys, carpets, etc.). 

In order to ac<|uirc markets, a certaiti quantity of manu- 
factureti consumer goods may be allotted for export. In the 
third and fourth years it will he necessary to switch, if pos- 
sible, to the export of more expensive consumer goods (hix- 
ury goods). 

I he more expensive goods may be exported immediately 
if, at the same time, cheaper ones can be imi>ortcd covering 
the same needs (e.g., butter in exchange for edible fats). 

Distribution in the Home Market 

(19) (a) While the plan is being implemented, the distribution 
system will be influenced by the type of products to be 
distributed. This will be achieved by changes, both in the 
nature of the products and in the character and structure 
of distribution channels. 

The structure of the distribution system for the home 
market will be based on a suitable division of functions 
between the separate sectors. 

Wholesale distribution of products from state o\vned 
industries will be accomplished primarily by the state. 
However, certain special responsibilities in the sector of 
wholesale trade will be assigned to the central offices of 
co-operatives. 

(b) The development of the general commercial sector, and 
the establishment of large department stores and market 
“alls, will largely govern the extent of unlicensed trade. 

(c) Vowtional training and the manufacture of technical 

equipment for trade will facilitate the operation of the 
distribution system. 
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Employment Policy 

(20) (a) During the whole period of the plan tlie ohjective will he 
to maintain full employment. 

(b) It is necessary to apply the general principle of “Opti- 
mum employment,” i.e.. the supply of labour to these 
enterprises which owing to their condition and technical 
equipment, show the greatest productive possibilities. 

* (c) In view of the lack of skilled workers in industry, it is 
necessary to reorganize the work in industrial plants .so 
as to create everywliere possibilities of replacing highly 
skilled and skilled workers by semi-skilled workers, and 
men by women. 

In order to realize the Plan of Reconstruction it is 
essential to work out immediately a general plan of train- 
ing technical workers (developing first semi-skilled and 
then skilled workers), for the needs of industry; and to 
make very ecofiomical use of labour in services, especially 
trade. 

(d) All enterprises or plants should endeavour to allocate 
some work which up to now has been partly or mainly 
accomplished by men, to women. 

(e) The transfer of new workers from agriculture to industry, 
and especially to coal mines, should be ensured by proper 
policies regarding wages and general working and living 
conditions. 

(f) Proper working conditions shoul he created for farm 
workers in the recovered territories, in order to organize 
and develop model farms and, in the transition period, to 
farm the estates destined for parcelation and settlement. 

Co-operation 

(21) (a) Co-operation will play a decisive role in those branches 
of industry which have been given over to co-operatives 
in accordance with the law of 3rd January, 1946, regard- 
ing nationalization of basic branches of the national econ- 
omy. 

(b) In the country, co-operatives will play their part in com- 
pleting agrarian reform in the fields of production and 
processing. Co-operatives will become the most important 
medium of trade between town and country, both in the 
sale of farm produce and in the purchase of equipment 
for the farms. At the end of 1949 they will have at their 
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disposal an enlarged system of about 13,000 co-operative 
trading centres in rural areas. 

(c) In urban centres, co-operatives will take part in supply- 
ing the \irban population with the essentials of life, in 
buying and selling for the artisan workshops and home 
workshops, in construction activities and in the organi- 
zation of labour (labour co-operatives). 

During the period of the Plan, urban co-of^eratives 
will double the number of their distribution centres, and 
will increase the turnover of the individual stores. 

(d) The part played by co-operatives in foreign trade will 
dojx'nd on the scope of their activities, and on their im- 
portance in the home market. 

Private Enterprise (Ag;iicuUurc E,xcludcd) 

(22) (a) Factors accelerating the rehabilitation of private enter- 

prise and ensuring the development of private initiative 
will be the general stabilization of economic conditions, 
and the operation of the law of 3rd of January 1946 re- 
garding the establishment of new enterprises and the en- 
couragement of private initiative in trade and industry. 

(b) The efforts of private enterprise should be directed in the 
first place to those activities in the economy which yield 
the best results when carried on in the form of small 
enterprises, owing to their adaptability and the personal 
participation of the individual owner in the work; and 
to producing auxiliary and supplementarj’ equipment for 
state industry. 

(c) To achieve the aim of the Plan of Reconstruction the 
pioneer initiative of private enterprise should be a posi- 
tive factor in those fields which are not included in the 
production plans of heavy industry (e.g., in the produc- 
tion of articles of second priority and articles not capable 
of mass production). 

(d) The activity of private enterprise in the directions men- 
tioned above in points (b) and (c) will be given the 
support and protection of the state. In the recovered 
territories the activity of private enterprise will be es- 
pecially protected and helped by the state. Private enter- 
prise should be financed chiefly out of the proprietor’s 
own resources. Activities of a speculative character will 
not be allowed. 

(23) In 1949 handicrafts should attain such a level that the per 

capita value will be equal to the pre-war level. Therefore, pro- 
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duction plans should provide for the manufacture of machin- 
er)’ and tools required for handicrafts. The investment plan 
should provide the necessar>' credits for raw materials and 
semi-manufactured products. Provision should also be made 
for the training of craftsmen. 


Poland: Problems of Distribution and Finance 

Distribution of the National Income 

(24) Measures should be taken to ensure an equitable distribution 
of the national income, giving priority to labour before other 
factors of production, thus eventually ensuring equal partici- 
pation of all members of the community in the benefits accru- 
ing from the economic reconstruction of the country. 

To this end it is necessary: 

(a) to eliminate excess profits by preventing speculation and 
by an appropriate tax policy. 

(b) to raise the level of real income of the mass of the people 
by an appropriate policy of wages in relation to prices. 

(c) that in the allocation of income between consumption and 
capital investment, investment should, during the three 
years, gradually increase according to the thesis concern- 
ing production and investment. 

Financial Policy 

(25) (a) The plan is based on complete exploitation of existing 

factors of production (raw materials, machinery, and 
labour), taking into account foreign trade. 

The aim of the financial policy is the full mobilization 
of production, i.e., an appropriate co-ordination of the 
financial system with physical possibilities, in order to 
achieve full and speedy reconstruction as well as a con- 
trolled increase of the national income and distribution 
thereof. 

(b) In view of this, and in order to create a uniform financial 
structure, a financial plan will be prepared by the Minis- 
ter of Finance. This plan will form an integral part of the 
general plan of economic reconstruction, and will co-or- 
dinate the different sections of the plan from a financial 
point of view. The financial plan should take into account 
all revenues and expenditures of the public sector in- 
' eluding state, central government institutions, and others 
(such as social insurance, etc.). 
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(c) The financial policy of the state during the operation of 
the economic plan will he based on the maximum effort 
of the treasury and the hanking system to mobilize all 
necessar)’ financial resources, yet at the same time to keep 
the purchasing power of money stable. The fulfillment of 
the Plan of Economic Reconstruction must be based on 
the elimination of the danger of inflation. 

(d) The balancing of the budget as the basis for a sound na- 
tional economy should be achieved as soon as possible. 
This principle will be maintained for the whole duration 
of the plan. At the same time parallel efforts should be 
made to balance gradually other public budget.s, espe- 
cially municipal, so that complete budgetary balance is 
achieved in 1949. 

(e) New methods are required to drain surplus money from 
the money market, and to improve further the taxation 
system during 1947 in order to mobilize large financial 
resources for national purposes. 

The currency and credit policy should be based on 
the development of a suitable technique for the sterili- 
zation of the money market, taking into account the con- 
version of former German property into liquid funds. 


Price Policy 

(26) (a) Tt is necessary to aim at the abolition, during 1947, of 
the system of double prices (fixed prices and free market 
prices). By the end of 1947 two prices for the same article 
should exist only in those cases where — in order to realize 
the aims of the social and economic policy — the differen- 
tiation of prices enables the correct balance of economic, 
financial and social motives to be achieved. This may 
happen when the same article serves the needs of differ- 
ent categories of workers ; when it is necessary to give 
to the mass of the people a certain minimum of necessi- 
ties at lower than market prices; or when there is, for 
social reasons, a need to exempt part of the supply of 
some goods from consumption taxes. 

The elimination of the system of double prices should 
be achieved mainly by lowering those of the free market 
(including some free-market prices which are fixed by the 
state), and also by an eventual increase made by the gov- 
ernment in wholesale prices of industrial goods to make 
them correspond to costs of production. The lowering of 
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prices fixed by the state should take place only gradually 
as supplies become more plentiful. 

(b) Prices should tend towards the world price level. Excep- 
tions to this rule may be made in the case of commodities 
which are instruments of social and fiscal policy, and in 
cases where special economic objectives are concerned. 

(c) As to prices of agricultural products, it is necessary to 
aim at setting more attractive price.s for certain special 
crops (oilseeds, fibres, tobacco, sugar beet), potatoes and 
pigs. Production of milk also should be stimulated by pay- 
ing an attractive price to producers. 

(d) Industrial prices will be governed by the level of costs of 
production which has been planned. The level of indus- 
trial prices should guarantee that state industry as a whole 
is profitable. The prices of individual commodities will 
be governed by the different elements of the general eco- 
nomic plan. 

(e) It is necessary to aim at fixing prices of agricultural pro- 
duce (as compared with industrial goods bought by the 
farmer) so that farming is more profitable than it was 
in pre-war years. Prices for agricultural produce should 
guarantee profitable farming. 

Wage Policy 

( 27 ) (a) In the first stages of the operation of the Plan of Recon- 
struction wages and labour conditions should be regu- 
lated. During that period the wage fund should increase 
in proportion to the increase in the quantity of consumer 
goods on the market, to the increase in the productivity 
of labour, and to the decrease in costs of production. Si- 
multaneously with the raising of wages, there should be 
introduced those working conditions which are adequate, 
from the economic and social point of view, for individ- 
ual and group remuneration. Regulation of working con- 
ditions and wages should end in 1948. Further changes in 
wages should depend strictly and exclusively on increased 
productivity of work. 

(b) While increasing wages, the big differentials should be 
eliminated, as they are economically unjustified and are 
unfair from the social point of view. 

The aim should be to develop a wage scale which will 
pay uniform rates to all employees, doing similar work 
under similar conditions and having similar qualifica- 
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tions. taking into consideration differences in the cost of 
living in different parts of Poland. 

(c) The system, introduced in the post-war period, of pay- 
ing workers partly in commodities, should be replaced 
entirely by a system of cash payments. 

(d) Basic social services to employees should apply uniformly 
to all branches of labour. 


Poland: Nationalization of Industry^ 

The Government of National Unity is placing on the agenda of the 
Ninth Session of the National Council of the Homeland, two bills of 
capital importance : 

the Bill on the Takinej over by the State of the Essential Branehes of 
National Economy; 

the Bill on the Setting uf> of Nexc Enterprises and the Encouragement 
of Private Initiative in Industry and Commerce. 

The Industrial and the legislative and Regulations Commissions ex- 
amined the projects of both bills and a detailed report will be submitted 
by a representative of these Cotnmissions. This will enable me to confine 
my speech to the main points in favour of the bills. 

I have already said that these bills arc of basic and capital character. 
One can even go further and say in earnest that they are of historic im- 
portance, because, together with the Decree on Land Reform of 6 Sep- 
tember 1944, they define the economic foundations of democratic Po- 
land. The Decree of 6 September put an end to the outmoded feudal 
system in rural Poland, by removing the landed gentry and providing 
for the division of their land among peasants and agricultural labourers. 
Thus the economic and legislative foundations of agriculture were laid 
down and an act of historic importance confirmed that the Polish coun- 
tryside would have the chance to develop on the basis of individual 
peasant economy and without the feudal exploitation by landowners. 
While the Decree of 6 September defined the economic and legislative 
foundations of the rural system, the economic legislation for industry, 
commerce, transport, and finance could not be clearly laid dowm at the 
time, as the basic industrial and urban centres were still occupied by the 

•“The Nationalization of Industry in Poland.” speech by the Minister of In- 
dustry Hilary Mine at the Ninth Sessions of the National Council of the Homeland 
(The State Publishing Institute, Warsaw, 1946), pp. 13-23. 
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enemy, and there were no objective data, which would have made pos- 
sible — not only on the basis of doctrinal convictions, but also on the 
basis of practical experience — the marking out of the most suitable 
forms in tlic field of industry, commerce, transport, and finance, in 
accordance with the spirit of our times and national aims. To-day, after 
a year of experience in slate governing and in the administration of 
national wealth, the time has come when these legislative and economic 
forms can be marked out with deliberation and a full sense of responsi- 
bility. 

That is why today the government is placing before this High As- 
sembly the projects of two bills on these vital matters. 

The government regards as basic the following branches of national 
economy: larger industry, railways, and airways and as especially im- 
portant storing, warehouse and trans-loading equipment, basic banking 
undertakings. 

How should the term “larger industry” be understood under the 
prevailing conditions in our country? The analysis of the composition 
of our industry leads to the conclusion that it is not very concentrated. 
The average employment for a single undertaking amounts to about 200 
workers. If the mines, the big metal, metallurgic, aiul textile industries 
be excluded, the employment would average about 130 workers. This 
shows that the terms big, medium, and small industry have a different 
meaning in Poland and in the industrial countries of Europe and North 
America. What in those countries is considered small industry, is by our 
standards medium, and the medium corresponds to our big industry. 
These factors should be taken into account when examining and dis- 
cussing the limits proposed in the bill at which the state will, as a rule, 
take over. As we know, the limit lias been defined as an employing ca- 
pacity of 50 workers per shift. In the light of the foregoing, one may 
say that in the present circumstances undertakings above the limit can- 
not be defined otherwise than as “larger industry.” According to sta- 
tistical data, if the total employment in industry and crafts be taken as 
100 per cent, then, accepting the above limit, 60 per cent would come 
under private industry and crafts and 40 per cent under the nationalized 
sector. 

These figures provide enough proof that the proposed bills confine 
the participation of state to “larger industry” only. 

The question arises now, what will be the proportion of the number 
employed in the nationalized sector (larger industry, railways, etc.), to 
the total number employed in the country? Taking the total employ- 
ment in non-agricultural occupations as 100 per cent, the nationalized 
sector would represent 25 per cent. If we take, however, the total em- 
ployment, including agriculture and other occupations as 100 per cent, 
the nationalized sector would only be 10 per cent. One must take heed 

29 
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of these figures to understand tlie character of the economic pattern we 
are building. Thus, the nationalized sector represents one-tcnlh of all 
occupations, one-<]uarter of all occupations excluding agriculture, and 
40 per cent of manufacturing industry by itself. Tltese are the projjosed 
boundaries of nationalized economy. W'hat conclusions can be drawn 
from these figures?' I'irstly, that in accordance with the title of the bill, 
tlio government proposes to nationalize only the most essential and key 

branches of tiational economy. 

# 

Secondly, that the scope for private initiative remains very groat not 
only in agriculture, but also in industry, commerce, and other occupa- 
tions outside agriculture. It can also be concluded that our economy 
will he based not only on private rural property and nationalized in- 
(iustry and transport. i)ut also to a large degree on individual enterprise 
in non-agricultural occupations. If full and speedy development of our 
countrv is to be sought we must look after not only individual rural 
economy and nationalized undertakings hut after private initiative in 
imlustrv and commerce as well. That is why the government, simul- 
taneously with the Hill on the Taking over liy the State of Essential 
Hranches of National Economy, is proposing the second Bill on the 
I*'ncouragement of Private Initiative. 

Reoso7is for Nationalizing the Essential Branches of National 

Eco7iotny 

Let us exaniine the reasons which prompted the government to come 
forward with the Hill on the Taking over of Essential Branches of Na- 
tional Economy : 

( 1 ) Our country’ is in ruins. It must he rebuilt as soon as possible. 
Speedy reconstruction can only be carried out according to a general 
economic plan. Such a realistic plan can only be created and carried 
out. when means of realizing it arc at the disposal of the state. It is 
possible to guide a state organism, like a ship, in a definite direction 
if one holds the rudder. The rudder in this case is the essential branches 
of national economy such as production of coal, iron, steel, electrical 
power, artificial fertilizers, textiles, agricultural implements, and ma- 
chine tools, transport networks and telecommunications, and lastly, the 
banking system. Without holding the rudder there is no plan. Without 
the plan there is no reconstruction. That is why the state is taking over. 

(2) Our country is in ruins. It must be speedily rebuilt. Quick re- 
construction will not be possible if it takes place in an atmosphere of 
economic anarchy and chaos, in crises and unemployment. 

Experience lias shown that big business, that the rule of cartels and 
trusts, that industrial and banking potentates bring, as surely as a cloud 
brings rain, economic chaos, crises, and unemployment. It has been so 
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always and everywhere. It was like that in Poland after the last war 
and throughout the period of independence. A similar situation exists 
at present in many European countries. We do not want this. We want 
quick reconstruction and it cannot he achieved while there are trusts and 
cartels in power. That again is why the state is taking over. 

(3) Our country is destroyed. It must be speedily rebuilt. It must 
be rebuilt and developed. A gigantic investment elTort is ahead of us. 
We must save every penny to cope with it. We know from experience 
what huge sums were swallowed up by the unproductive consumption 
of big business. We know how much the almost regal estates, the castles 
and palaces, the traveling and hunting used to cost. W'e know and want 
no more of it. 

We want quick reconstruction but it cannot be done while there is 
the huge and unproductive consumjrtion of big business. Speedy recon- 
struction cannot take place if there is waste and extravagance. Tlrat is 
why the state is taking over. 

(4) Our country is destroyed. It must be rebuilt speedily. To do it, 
it is necessary to direct all productive and financial forces towards this " 
end. It is necessary to strain all efforts in the direction which gives the 
most effective results and at the same time covers the most urgent and 
important needs of the j)easant, the working man, and the intelligentsia. 
We know from experience that this is not the case under big-business 
rule. Experience has taught us that under this omnipotent rule the law 
of profit governs and no matter how urgent the needs, the unprofitable 
regions are disregarded. 

Is there a more classic example tlian the electrification of the coun- 
tryside, which is unprofitable from the business point of view, but most 
urgent and important from our point of view? 

We do not want the domination of the big business law of profit 
over the law of national needs and that is one more reason why the state 
is taking over. 

(5) Our country is destroyed and with it the countryside, which is 
the cornerstone of the nation’s vitality. The whole country must be 
quickly rebuilt, including the villages. But it must not only be rebuilt, 
it must also make up for being scores of years behind, as compared with 
the leading European countries. The countryside has to get rid of pov- 
erty, backwardness and ignorance, which were Its lot up to the beginning 
of the war. 

We know that the Polish village remained in poverty and ignorance 
because it was oppressed by landowners and exploited by cartels, trusts, 
and banks. We do not want this to happen again. We want to see the es- 
sential branches of national economy working for the good of the nation 
and of the Polish countryside. We want to bring to the village every 
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achiovctiient of modern science. \\ e want a village with electric light 
and power, with motor transport, agricultural machinery, and tractors. 
This was not and could not have been provided l>y the big business, but 
it can ami will be bv a nationalised industry, after the devastations of 
war have been ma<lc good and that is a good reason for the stale to take 
over. 

(6) The most ardent and forceful aim of the Polish people is the 
])ur.suil of sovereigntv. but there is no state or political sovereignty 
without economic sovereignty. Xo sovereignty can be real, in spite of 
all the pompous big power pretence, when the basic economic levers of 
the country arc in foreign hands. We were not an economically sover- 
eign state before September 1939. \Vc had 52.5 per cent of foreign 
capital in tlie mining and mctallurgic industries; 87.5 per cent in oil 
production 66.1 per cent in electrical and 59.9 per cent in chemical 
industries ; 81.3 per cent in electric power stations and waterworks ; 59.1 
per cent in insurance societies. We were not an economically sovereign 
country and as a result we were not a politically sovereign state. We 
want no more of this. We realize that a country, where the basic eco- 
nomic levers arc in foreign hands, becomes by the irrefutable logic of 
economic facts a colony or a semi-colony of foreign capital. W'e want 
to be a free and independent countr>’ in fact and in action, and not in 
bombastic phrases. That is another good reason for taking over. 

(7) The Polish nation has ardent and irresistible aspirations to 
democracy. There cannot, however, be political without economic de- 
mocracy. Even outwardly the most democratic electoral system will not 
help. Even outwardly the most representative parliamentary system will 
be of no avail in putting democracy on a firm footing, if political de- 
mocracy is not sustained by economic democracy. 

History has taught us that trusts and cartels can dictate their will to 
nations, whatever the constitutional law and parliamentar)' representa- 
tion. We have realized that the democratic aspirations of the Polish 
people would have been brought to nought if trusts and cartels were 
allowed to re-establish themselves. We realize that in the long run it 
would have meant the rule of reaction from within and bellicose brawls 
from without. We do not want this to happen. Politically and econom- 
ically we have broken the landowner, and now we want by a solemn 
and legal act, finally and irrevocably, to seal the economic and political 
fate of the big finance. That is why the state is taking over. 

(8) The Polish working masses are bent on their liberation from 
exploitation and the attainment of conditions of employment worthy of 
a man. We know that there is no freedom from exploitation under big 
business rule. In the present conditions of heavy war devastation, the 
rule of big business would mean for the workman the ever-deepening 
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poverty. We do not want it. As the reconstruction of the country pro- 
gresses and the productivity increases, we want to see the growing 
prosperity of the worker. We want systematic and continuous develop- 
ment of social insurances and welfare. Already many luxurious homes of 
industrialists have been converted into nurseries and workers’ clubs. We 
will not see these workers thrown out again in the street. We want to 
liberate from capitalist exploitation the most thickly populated working 
class centres. That is one more reason for the state s taking over. 

(9) We know how great are the creative powers of the masses. We 
also know that these powers could not reveal themselves under the rule 
of vested interest, which tried to convert the working people into me- 
chanical robots. A year of work without cartels and big capitalists has 
shown what a great deal understanding on the part of the \vorker can 
achieve. It has been manifested by the tremendous effort in the work- 
shops which are the property of the whole nation. Already one thousand 
workers have taken over executive positions in industry and this process 
will be intensified. We do not want workers converted into mechanical 
robots, hut workers conscious of the fact that they toil for the nation, 
for themselves, and not for a capitalist. We want workers who regard 
their work as a matter of honour and dignity and who know with cer- 
tainty that the road to social advancement is open to them. That is why 
the state is taking over. 

(10) Polish industry and other basic branches of national economy 
have now been working without big capitalists for almost a year. \Vhat 
has this year shown? It has shown that we have achieved better results 
than other countries. It has shown that wc are developing more rapidly 
irf production and productivity than would have been possible under 
big business. It has shown the superiority of nationalized over capitalist 
economy. It has also shown that workers, technicians, and engineers can 
well manage without big capitalists. We are the sort of people who profit 
by experience and draw conclusions accordingly. That again is why the 
state is taking over. 

Taking into Consideration the Interests of the Nation 

The government is proposing before this High Assembly the Bill on 
the Taking over by the State of Essential Branches of National Economy 
because : 

our aim is speedy and planned reconstruction of the country; 

we want to avoid economic chaos, crises and unemployment ; 

we do not want waste and extravagance by big capital ; 

we want the national economy to be governed by the needs of the 
nation — the needs of the peasant, the worker, and the intelligentsia and 
not by the law of capitalist profit; 
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we want an all-round <lcvcluj)ment of ihc countryside and its release 
from backwardness ; 

we want full jxditical and ecotioniic sovereignty, instead of the con- 
version (if the counlrv into a colony or a semi-colony of foreign capital; 

we want to establish firmly ])olitical democracy on the broad basis 
of economic dcmocracv ; 

we want the abolition of caj)italistic exploitation in the most thickly 
populated industrial centres, and the "rowth of working class prosperity ; 
we want the worker to he a free man and not a tnechanical robot. 
Drawing conclusions from practical expenrience, we have realized 
how much more superior and efficient nationalized economy has proved 
to he tlian the big business fonn of management. 

d he government therefore projxjses the Hill for the Taking over by 
the State of Essential liranches of National Economy in order to prevent 
their serving the interests of a handful of big business magnates, and to 
utilize them in the interests of the whole nation, thus building tip its 
pros})erity, its future aiul its greatness. 

I'he state holds the essential branches of national economy and with 
it a huge wealth. Will this wealth he wasted? Will it ser\’e the nation 
and not he a burden to it ? Will it he utilized with purpose or to the 
contrary he a shackle to national economy? These questions must come 
to the fore when debating these important hills. They must present them- 
selves all the more vivi<ily in view of the inglorious and still fresh 
memory of our experiences with state-controlled enterprises of pre-war 
days. Often our present nationalized industry is being compared with 
the.se state-controlled undertakings. I should like to make it clear here 
and now, that such comparison is erroneous at its very source and con- 
sequently must lead to erroneous conclusions. These state undertakings 
aclniini-stcred by landowners and big capitalists were bound to be in 
tunc with the general character of the state to which they belonged. 
Hence they worked not for the nation but for a state of landed gentry 
and big business, and therefore their activity did not give any jxjsitive 
results in improving the standard of living of the masses. Our state 
undertakings are the product of a democratic state, governed by the 
people. 1 hey arc, therefore, serving and will increasingly serve the in- 
terests of the nation. 

State-controlled enterprises in Poland were chiefly set up in those 
branches where private capital was unwilling to participate. They were 
like state islets in the ocean of private property. Under those conditions, 
state-controlled undertakings had to be structures outside the economic 
whole and thus deprived of the necessary economic base. Hence, they 
were in principle not a paying proposition and necessitated the laying 
out of large sums to cover deficits. 
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Our nationalized undertakings are within the framework of a 
planned state economy and are not separate ayd detached structures with- 
out economic bases. They make uj) great and compact economic entities, 
whose every part possesses the necessary base in the shape of other 
nationalized bodies. Some branches of these entities call for large invest- 
ments and for that reason are temporarily unprofitable. These are 
counterbalanced by other branches which already !)ring great profits. 
Thus our state undertakings have good prospects of becoming, after even 
a jiartial reconstruction, a source of income to be reckoned with. State- 
controlled uiKlertakings of pre-war Poland were administered by a bure- 
aucratic machine, ossified and divorced from life and the masses, while 
their managers more often reminded one of Chinese mandarin.s than of 
energetic industrial executives. Our nationalized in<lustries are governed 
by iieople of industry, old engineers, and technicians, and new elements 
recruited from the working classes and promoted to executive positions. 
That is why the sjiirit of Chinese mandarins is absent in the nationalized 
sector and in its place the young and healthy spirit of a well-understood 
enterprise will be growing ever stronger. 

In organizing the nationalized sector we want to take from capital- 
ism what has been good in it. Wc want to acquire the clastic and effec- 
tive form of commercialised enterprise, working for profit and income. 
But wc want this profit and income to ser\’e the breadth of the nation 
and not a handful of big businessmen. We want to pour into the old 
form new democratic contents. We w’ant to put at the helm new people 
from the masses. We are already doing it and shall continue to do so on 
an ever increasing scale. We realize that a great deal has to be done yet. 
We know that there are many striking shortcomings and that it is neces- 
sary to make workers take more responsibility for their places of work. 
It is necessary to form new ranks of industrial workers, and to create a 
network of controlling bodies in which not only the worker but also the 
consumer will be represented. We know how much will have to be done 
yet to weed out the after-effects of the occupation, the habit of specu- 
lating, the abuses, and the corruption. But wc also know, that the Polish 
nation and the working class have enough strength to cope with all these 

tasks. 

If we are asked what guarantee is there that the huge wealth trans- 
ferred to the state will not be wasted, we answer: the guarantee lies in 
the democratic character of our state, in our economy, and in the initia- 
.tivc the creative energy, the devotion, the gifts and talents of the Polish 
people. That is why the democratic Polish State, the people, and partic- 
ularly, the working class, can, as experience has shown, not only pre- 
serve but also increase the wealth of the nationalized sector for the good 

of the nation. 
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C7cchoslo\akia: A 1 wo- Year Plan— General Issues* 

Some Pri)iciples of the*Ncw Constil}itio}i 

The new constiiiition must also embody the great complex of decrees 
on the nationalization of linking, mines, mineral resources, power, and 
the Ijig and key industries. The new constitution must disappoint the 
hopes of all those who believe that the nationalized economic entor- 
I)rises will be returned to a handful of big caj)italists. On the other hand, 
the constitution must give protection to small and medium-sized private 
enterprise, and especially the legitimately actiuired propertv of our farm- 
ers, tradesmen, shopkeepers, and all other persons and corporations must 
Ik- safeguarded. 

1 he new constitution will express the principle that ever)* citizen has 
the right to work, to a fair reward for his work, the right to cditcation, 
recreation, and to maintenance if he is incapable of working. In return 
c\cr) citizen is rei|uircd to contribute by his work to the prosperity of 
the communitv. ... 

9 


Some Chiestions of the Two-Year Plan 

i he government is convinced that the primary source of permanent 
prosperity of the nation and the republic is work. The new popular, 
genuinely democratic regime which emerged from the liberation of the 
republic roused the working people in town and country to exert a great 
effort ; and thanks to it, Czechoslovakia was able to avoid social up- 
heavals and to overcome the immediate difTiculties caused by occujvi- 
tion and war. On this basis, we can work out a two-year plan of recon- 
struction and rehabilitation of the republic for the years 1947-48. The 
fundamenul idea of the two-year plan is to raise the production of capi- 
tal and consumer goods above pre-war level in order to achieve an ap- 
propriate rise in the standard of living of the population. 

Industrial (Production. In spite of a considerable loss of labour 
caused by the transfer of Germans and Hungarians, industrial produc- 
tion is to surpass pre-war production by 10% by the end of 1948. 

In order to carry out this two-year plan for industry the main effort 
must be concentrated on those branches of industry which are of para- 
mount importance— whose slow development could delay the general 
progress, viz. in mining the output of coal, iron-ore and oil ; in smelting 
—the production of pig-iron and steel ; in power— the production of 
electricity and gas ; m engineering— the manufacture of railway wagons 

Got'en,me„t. pp. 7-49. with minor 
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and engines, tractors, lorries, agricultural machiner}-, building itiachin- 
ery, machine-tools, machinery for the mechanization of the timber in- 
dustr)-; in the chemical industry — production of motor spirit, fertilizers, 
plastics : and in the consumer goods industries — tlie manufacture of tex- 
tiles, footwear, and tyres. . . 

Czechoslovakia: Production and Industrialization 

Agricultural production. The agricultural level must reach pre-war 
level in 1948 to enable it to supply from domestic sources most of the 
increased demand for food. 

The {irincipal deficiency in our nutrition is the lack of fats and 
meat. It is therefore essential to give attention above all to the raising 
and improving of livestock as well as to the extension of grain acreage 
and increased yield of fodder-plants and oil seeds. \Vc must endeavour 
to raise by the end of 1948 the production of beef by 35% compared 
with present figures, of pork by 100%, lard by 100%, butter by 10%,. 
milk by 75%, and eggs by 50%. The increase of livestock produce can 
only be brought about by a decided increase in the present yield per 
acre of all kinds of cereals and fodder. 

An increase in livestock and agricultural produce in turn requires 
the mechanization and electrification of agriculture to make up for the 
loss of manpotver. The mere fact that in the Czech lands alone, 1,300.- 
000 hectares of agricultural land formerly farmed by Germans has been 
turned over to Czech settlers, and 100,000 new settlements are being 
established, proves that the tilling of agricultural soil to the fullest ex- 
tent requires a larger labour force. 

It is therefore the task of the two-year plan for agriculture to pro- 
vide in all districts tractor stations and to equip them with the mini- 
mum of tractors and agricultural machinery required. Similarly the 
network of local and regional agricultural co-operatives for the joint 
use of machinery must be extended and their equipment enlarged and 
supplemented by all kinds of binders, threshing-machines, sowing and 
planting machines, milking apparatus, electric breeding apparatus, etc. 

All kinds of small agricultural machines will be put on the market 
for the use of individual farms. 

In the sphere of electrification the aim of the two-year plan will be 
to extend to electricity network to the greatest number of villages, 
especially in Slovakia where at present electric current is available to 
less than half the population. However, the government is aware that 
even by taking all these steps it will not be possible to make good the 

‘There follow details on planned output to be attained by the end of 1948 in 
mining, power, engineering, and chemicals — all registering large rises over 1937. 
These are omitted 
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loss of labour, and it will endeavour to procure workers needed for our 
economy also in other ways. 

i he governtnent will support the voluntary merging of land and will 
])roposc a new bill to simplify, cheapen, and democratize this merging 
in order to facilitate farm work for individual farmers b\’ making full 
of tractors and agricultural machinery. This measure will also re- 
lease skilled workers for the settlement mainly of border-districts. The 
merging of land in the border-districts will be compulsory in order to 
prevent the superfluous partitioning of estates. Simultaneously an ap- 
propriate acreage of land will be reserv’ed for the development of towns 
and villages and for industrial planning. 

As far as the land in the interior of the country is concernc<l, the 
governttient deems it necessary to accelerate the confiscation of land 
])ro|>erty of traitors and collaborators according to the Kosice Govern- 
mcTit Trogramme and according to the Presidential Decree No. 12/1945, 
the Decree of the Slovak National Council No. 104/1945. and appropri- 
ate ametulmcnts. It will al.so be necessary- to carry out a revision of all 
cases of land which was confiscated during the first land reform and 
later exempted from confiscation, although, according to the law. the 
property should have remained confiscated. The government will also 
revise the procedure concerning the distribution of residuary estates. 
The government intends to partly allocate the acquired land to small- 
holders and agricultural labourers, and to keep the remaining larger 
estates as model research and breeding stations under public administra- 
tion. 

The state as the biggest proprietor of forest land aims at administer- 
ing this asset on lines similar to methods applied in nationalized indus- 
tries in order to exploit more rationally forest resources. The govern- 
ment also intends to organize a public forestr)’ service for the purpose of 
supervising all forest land. The government will support the accelerated 
setting-up of nurseries. It will propose a new democratic hunting law 
which will give the farmers, forestry- employees, and other working peo- 
ple the right of hunting on condition that they will exercise it according 
to the recognized hunting rules, bearing in mind the maintenance of 
game and the supply to the population. 

The government will endeavour to ensure an increase of water and 
forest acreage and efficient location in order to prevent the change of 
climatic conditions in certain regions and obviate the danger of spread- 
ing steppes. The government will support the construction of water- 
mains in the countrj’side. 

Forest land will be administered in such a way as to repair as soon 
as possible the damage caused by enemy occupation and to enable it to 
fulfill its different tasks. It is also necessary to ensure the proper settle- 
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merit of villages in border-districts by workers necessary for the culti- 
vation of great forestry properties there. 

The building program. The building program to relieve the pres- 
ent housing shortage is one of the principal items in the two-year plan. 
The permanent housing shorfige has been aggravated by building re- 
strictions during the occupation, and by war operations through which 
more than 220,000 houses were destroyed or damaged. 

In order to relieve the most urgent housing demands it is necessary 
to repair or build at least 125,000 flats up to the end of 1948. It is. above- 
all. necessary to repair all damaged houses covered by the law on build- 
ing reconstruction, with special regard to districts and places which 
sulTercd most from the war. The repairs will be carried out within a 
general plan so that a healthy and organic development of towns and 
villages damaged by the war may be achieved by overall design and 
regulation. The government will support the initiative of all sections of 
the nation to further the construction of dwelling houses : building and 
housing co-operatives in the building of co-operative houses, national 
enterprises in the building of dwellings for workers, towns in the build- 
ing of communal houses, individuals in the building of family houses, 
etc. 

Within the framework of the two-year plan it is also neces.sary to 
repair the damage to public buildings caused through the occupation 
and the war. New large-scale public buildings, especially for rail, road, 
water and air transport, as well as for telecommunications, must be be- 
gun. To this belongs also the speeding-up of preparations for the build- 
ing of a new House of Parliament. A far-reaching plan of construction 
for the utilization of water-power, especially hydro-electric plants, will 
have to be drawn up. 

Building investments totalling at least 5 milliard Kes must be made 
in order to enable industrial production to fulfill the demanils imposed 
on it by the two-year plan. New agricultural buildings will have to be 
erected if livestock produce is to be turned out in increased quantities. 

To fulfill this building program it is essential that the production of 
building material-s— cement, iron, bricks, lime, timber, etc. — should 
reach at least pre-war level by the end of 1948. It will also be necessary 
to lay the foundations for the industrialization and mechanization of 
the building industry so tliat manual labour will gradually be replaced 
by machine-work. In this connection building research, the manufac- 
ture and use of new building materials, as well as the mass-production 
of prefabricated units, etc., must be developed. 

A long-term loan must be sought and other appropriate financial 
measures taken in order to finance this building program. At the Min- 
istry of Public Works, as the highest authority, all technical work must 
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be concentrated ; bureaucracy should be uprooted, and building regu- 
lations simplified. It will also be necessary to adapt the confiscation 
regulations in order to achieve the fulfillment of this building program. 

Transport. Alongside with increased industrial and agricultural 
production, as well as the building activity within the two-year plan, it 
will be essential to improve all kinds of transport — rail, road, water and 
air — so that its capacity reaches 1937 level. The transport policy for the 
wliole state must be concentrated in the Ministry of Transport. In order 
to facilitate this concentration, all state transport undertakings will be 
organized in the form of national enterprises. 

In the sphere of rail transport, the repair of railway installations, 
railway-stations, repair-shops, engine sheds, railway bridges, etc. which 
were damaged or destroyed by war operations must be completed as 
cpiickly as possible, as well as all railway-construction in progress. Spe- 
cial attention must be paid to the most important railway-links with for- 
eign countries, in particular those with the Soviet Union. The efficiency 
of the Kosicc-Bohumin railway line must be increased, and on the Czech- 
oslovak-Soviet frontier adequate storehouses for reloading must be pro- 
vided. Internal railway-communications must be rationalized in order 
to achieve substantial savings in personnel and material, especially in 
the turnaround of trucks and in the consutnption of fuel and other mate- 
rials. 

In the sphere of water-transport, shipping tonnage must be increased 
as much as possible, the work of making the \''ltava and the Elbe navi- 
gable must be continued, navigation on the Danube reorganized, the 
Bratislava and Komarno ports enlarged, the Oder waterway extended 
to Mor. Ostrava, and the preparatory work for the Danube — Oder — 
Elbe — Canal continued. In connection with the regulation of the river- 
courses, [)ower plants will be completed or constructed, especially dams 
at Zbecuo, on the \'ltava at Lipno. on the Luznice near Bechyne, on the 
Nezarka near Krkavec, on the Svratka near Vir, on the Drcvnicc near 
Zlin, on the Oder near Spalov, and many others that liave been begun 
or designed. 

In the sphere of road-transport temporary bridges must be replaced 
by permanent constructions on trunk roads. The deficiencies in the road 
network caused by neglect during the occupation and the war must be 
removed, and the bus service as well as lorry transport of goods must 
be extended. 

In the sphere of air-transport aircraft for home and international 
air-transport must be built and the equipment of airports improved so 
that they can become Central European centres of world air-transport. 

Foundations for industrialisation. Laying tlie foundations for indus- 
trialization of Slovakia also belongs to the important tasks of the two- 
year plan. The coherence and unity of the state require tliat the economic 
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Standard of Slovakia should rapidly approach the economic standard in 
the Czech lands. This means that conditions must be created for the full- 
est utilization of raw-material and power resources as well as of labour 
for the extension of old industries and the creation of new modern in- 
dustries in Slovakia. . . . 

In order to exploit fully present industrial plants, and to create new 
industries it is vital to substantially increase the output of ores and coal 
and to modernize mining equipment. The metal works at Dubnicc, Pod- 
brezova, Filokovo, Trencianske Biskupice and Krompachy must be re- 
constructed and modernized: several new modern engineering works 
must be gradually set up, and the shipyards at Komarno completed. The 
timer-resources must be rationally exploited by chemical and mechani- 
cal processes. This will retjuire the modernization of present timber 
mills and the founding of new ones, especially in eastcni Slovakia. The 
cost of the transport of timber must be reduced and transport rationalized 
in order to achieve the full exploitation of timber resources in Slovakia. 
The manufacture of building-materials must also be extended to central 
and eastern Slovakia. Slovak coal must be chemically utilized, the pro- 
duction of nitrate-lime introduced, the production of plastics must be 
started and a factory for pharmaceutical products founded. The build- 
ing of a modern food industry for which Slovakia has a sound raw- 
material basis is especially urgently required. 

The extension of the industrial basis of Slovakia can be achieved 
partly by the transfer of industrial enterprises from the Czech border- 
regions, and partly by direct long-term investments which are indispen- 
sable if Slovakia is to attain economic equality with the Czech lands 
within a short time. 

Besides this, special attention must be paid to the building pro- 
gramme in Slovakia within the two-year plan so that the reconstruction 
of war-ravaged towns and villages should be completed by the end of 
1948.« 

Relief for Csech districts ravaged by war and occupation and for 
economically backward districts. The government will grant extraordi- 
nary financial and material aid to those districts in the Czech lands 
which have sustained particularly heavy damage during the war. This 
applies especially to the districts of Opava, Breclav, Brno, Plzen, Kra- 
lupy, Sedicany, Nevcklov, Vyskov, etc. 

Particular care must be devoted to economically backward regions 
in the Czech lands, especially in southern Bohemia, the central Vltava 
region, and Podbrdska, the Czecho-Moravian plateau, Valassko, and 
Slovacko regions which are unable to support the local population. It 
is necessary to arrest the depopulation of those districts, to raise their 

*A section on resettlement is omitted. 
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living standard by c-xicn<ling the road network within the two-year plan, 
bv improving road transport, by completing the electrification of vil- 
lages bv exploiting water-power and lignite deposits in southern Bohe- 
mia : bv establi>hing such industries as will be able to utilize local raw 
material resources and will provide the relatively greatest potentiality 
of emplo\incnt without reipiiring the erection of special factory build- 
ings and the svipplv of large quantities of raw materials from distant 
places. In view of the above, greatest emphasis will be laid on the 
wood-working industrv, the food industr\’. an»l the manufacture of toys, 
finishing of furs, the optical itulustry. ])rccision tool-making, electrical 
engineerijig, and the pharmaceutical industry. 

Czechoslovakia; Conditions Necessary for the 
Fulfillment of the Two-Year Plan 

'I'lic fulfillmetit of the outlined aims of the two-year plan will require 
the mobilization of all creative forces of the nation and a sound policy 
in the various sectors of economic and public life. Let us consider only 
several of the main conditions required for the fulfillment of the two- 
year phm. 

Overcomitig the Labour Shortage 

The main condition essential for the fulfillment of the two-year plan 
is the overcoming of the labour shortage. Industry, the building trade, 
and agriculture will, after the transfer of Germans, lack at least 500,- 
000 workers, especially for manual labour. This labour must be found 
at all costs within the great "National Mobilization of I^abour." 

The ])articipation of every citizen in the economic construction must 
become a patriotic duty. .‘\11 will be done to give productive work, espe- 
cially manual labour, the place of honour which belongs to it by right. 
Above all, it will be necessary to find sufficient labour for those branches 
of production which arc of decisive importance for the two-year plan, 
such as mining, the manufacture of Iniilding-materials, the building 
trade, and agriculture ; gradually to transfer into the production process 
those workers who are still not directly participating in it and who can 
be spared from their present employment, whether public or private ; to 
return skilled workers to their original occupation ; to mobilize for pro- 
ductive work all those who have no regular employment although fit to 
work ; to secure young trainees for the most important branches of pro- 
duction ; to increase the number of women workers ; and to mobilize for 
industry also persons with decrease working ability. All these measures 
must be carried out so as to facilitate to the workers as much as possible 
the transition to new productive work, and to secure for them a decent 
standard of living. 
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-Another means to overcome the labour-shortage is the raising of 
productivity, i.e., the raising of output per head and per shift. Manpower 
must be replaced by machine-work wherever possible. It is necessarv to 
introtluce to the greatest extent a system of grailing wages and salaries, 
to reward increased output b)' increased income to the workers, and in- 
sure that income arising out of increased output is not swallowed by 
high taxation. Altogether, productivity must be raised within the two- 
year plan by 40% as against the present rate so that we should he able 
to surpass ])re-war productivity as much as possible by the end of 1948. 

In order to carry out successfully the national mobilization of 
labour it will be necessary to co-ordinate all rcgulation.s concerning the 
direction of labour, to equip properly all Labour Exchanges, to pre- 
pare the publication of a Code of Labour, to carry out consistently all 
regulations concerning the registration and classification of workers 
and to modify suitably the statutory rules on holidays. 

The Organization of the Production and Distribution Machinoy 

An efficient re-organization of our productive and distributive ap- 
paratus must be carried out together with the mobilization of labour 
for productive work, and with the raising of output. 

The organization of nationalized industry must be completed as soon 
as possible and placed on a sound financial and commercial basis. Gen- 
eral managements of the nationalized industrial sectors together with 
the managements of individual enterprises are responsible for the eco- 
nomic administration of the enterprises under their management. Deci- 
sions concerning the operation of their enterprises must rest with them. 
The appropriate authorities as supreme organs will, after working out 
the necessary production plans, concentrate their activities on supervis- 
ing and carrying out of these plans, and on general problems of the 
prosperity of enterprises as well as of whole nationalized sectors, and 
will not interfere with the organization and the smooth operation of 
enterprises. Party-membership must not influence the appointments to 
executive posts in nationalized industries; only expert knowledge and 
national reliability must be the deciding factor. Everyone holding office 
in nationalized enterprises will be personally responsible for the results 
achieved, and those proving inefficient must be immediately replaced. 
On the other hand leading officials will receive extraordinary rewards 
for exceptionally successful results. 

A suitable organization compulsorily combining nationalized and 
private enterprises must be established in the form of National Federa- 
tions of Industry, with a National Central Federation of Industries. The 
appropriate state authorities will be able, through these bodies — the 
organization of which must be economical and flexible — to direct whole 
industrial sectors according to plan, to bring the interests of the nation- 
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alized and iioii-nationalized parts of the industry into liannony and to 
fit them into the overall state plan, without interfering with healthy 
competition between them. The government takes this opportunity to 
declare that it regards the drive for the nationalization of production 

as finished. ... 

'I'he compulsory organizations of crafts, trades, and businesses must 

be transformed, their activities simplified and economized; the will of 
their members must be democratically asserted in these organizations, 
and it must be possible to direct this large sector of crafts, trades, and 
businesses to the advantage of its individual members as well as to Uie 

advantage of the whole community. 

The government will also support the co oi>erative movement, which 
has already in the past tried to diminish by mutual economic aid the 
dcpeiulcnce of the individual worker, the isolated peasant, the small 
traclesman and the working intelligentsia on the capitalistic exploiters, 
and which has been making a commendable effort for the economic con- 
solidation of the slate since the very beginning of our renewed inde- 
pendence. In order to define the scope of activities of the co-operative 
movement within the economic plan it is necessary to organize it uni- 
formly and to provide its supreme authority with sulhcient powers. 1 he 
government will therefore speed up the drafting of a bill concerning the 
Central Council of Co-operative Societies and special federations of co- 
z>j)crativcs. It will also take the necessary steps to elaborate a new law 
of co-operative societies which will replace the obsolete and inadequate 
Act of 1873. All this care for the co-operative movement must not im- 
pair the competitive spirit between it and private enterprise. 

Finally, the government considers it necessary to simplify distribu- 
tion and reduce its costs so that the prices of commodities arc not in- 
creased out of proportion before reaching the consumer and so that the 
reduction of the costs of distribution is of advantage to the consumer, 
the producer and the retailer. It is necessary to remove all links in the 
chain of distribution which are supernuous from the economic point 
of view, to renew direct contact between producer and retailer, as well 
as direct contact between retailer and nationalized industries wherever 
this proves practicable. The system of controlled economy in distribu- 
tion should be gradually relaxed to such an extent as progress in in- 
dustrial and agricultural production and the development of foreign 
tr.adc permits. 

The Completion of the Currency Reform and Stability of 
Currency 

The government will see to it that currency reform is completed as 
soon as possible. For this purpose it will be necessary to establish a 
basis for the registration of capital and to fix the amount of the tax on 
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property increment, and the actual capital levy itself in accordance 
with the act passed by the Provisional National Assenil)ly. By this 
measure the social startification of owners of blocked accounts and 
other property will become clear as well as the surplus purchasing 
power not yet absorbed by tJLxation. 

From the blocked accounts, remaining after all taxes have been de- 
ducted, fixed amounts will gradually be freed. Their size will be fixed 
according to the financial situation of the depositors and with a view 
to obviating the danger of inflation. The remainder of the blocked ac- 
counts will be suitably consolidated. 

The government apjx-als to the public to have understanding for 
and confidence in the measures taken in currency matters. They are 
aimed at preserving the stability of the currency, at the prevention of in- 
flation and the valorization of savings, which have so far been blocked. 
The government’s efforts will be the more successful, the greater is the 
confidence of the owners of free currency in the financial policy of the 
government, and the more money they deposit with banks and savings- 
banks, making it possible to put their money at the disposal of the great 
work of our economic reconstruction. The stability of the currency in 
relation to foreign exchange will also be preserved. 

Financial Policy and Organization of Banking 

The financial policy of the state must secure the fulfillment of the 
two-year plan financially. Prepared capital construction for which there 
suflTicicnt labour, raw materials, and tools must not be delayed by a 
lack of funds. Another task is the safeguarding of the disposal of the in- 
creased production of consumer goods. The balance between the total 
supply and demand of consumer goods will be achieved by a reasonable 
price and taxation policy, if necessary by floating a national loan. 

Planned investments should be financed partly from the enterprise’s 
own funds, partly by bank credits, and lastly, from public funds. 

With the completion of the currency reform it will be necessary to 
revise interest rates, which must correspond to the present standard of 
our national economy and encourage its further development. 

Budget policy must aim at lowering the deficit in public administra- 
tion, which must be run more economically. On the other hand it is 
necessary that the national income should grow, that morale of tax- 
payers should improve and revenue go up. 

Banking must be reorganized according to the requirements of 
planned economy. The chief idea underlying Uie measures to be taken 
will be the concentration of all capital assets and their centralized dis- 
tribution into two channels : towards investment and production. 

To implement the unified direction of nationalized and non-nation- 
alized banking, a National Banking Council must be established with- 

30 
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out delay. This body will possess the highest authority in all sectors of 
banking. 

The Central Management of Banks, as the executive body of na- 
tionalized hanking, must work for a speeding up in the co-ordination 
of the activities of the various banks and see to the simplification of 
their organization and activities. 

Nationalized banks will concentrate their business on granting cred- 
its for jiroduction purposes. Each nationalized enterprise will be financed 
bv one bank only. Financial dealings between national enterprises or be- 
tween enterprises and public bodies will be carried out by drawing on 
current account, Only smaller amounts will be handled in cash. Liquid 
funds will be paid at once into such current accounts. National enter- 
prises are not allowed to grant credits to one another, because such 
transactions would misrepresent their financial situation. 

The government will encourage all forms of payment through cur- 
rent account, by legislative and administrative measures and by pub- 
licity. 

Special investment banks will cater for the requirements of capital 
construction. 

By separating production and investments financially, and by the 
specialization of banks according to sectors of production, and finally 
by co-ordination between banks and other financial institutions, the 
former unsound competition between hanks will be eliminated. Banks 
will then be in a better position to fulfill their new functions, which will, 
comprise the supcn,'ision of national enterprises; this specialization 
will enable the banks to obtain a picture of the production side of the 
enterprises for which they cater. Measures such as these will facilitate 
and simplify the control of taxation, prices, wages, as well as the control 
of the speed of turnover of goods and of the efficiency and economic 
operation of the national enterprises. 

In order to enable insurance companies to fulfill their functions 
within the planned economy of the country, it will be necessary to bring 
about a suitable concentration of nationalized insurance business with 
a view to reducing costs. 

Taxation Reform 

The simplification and modernization of the entire system of taxa- 
tion is a further task which must be achieved within the two-year plan. 
The system of taxation must be simple, clear, and comprehensible to 
every taxpayer; it should distribute the burden of public administra- 
tion in a just manner. 

Direct taxation will be reformed by the introduction of three basic 
types of taxes, a tax on earned income, a tax on indnstriai enterprise, 
and a tax on unearned income. 
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Tax on earned income will contain four categories. In the first 
place, there will be a tax on wages and salaries for all types of gainfully 
employed persons, including the recipients of superannuation and dis- 
ablement benefits. The tax must not, however, swallow up higher wages 
or salaries earned by increased output or efficiency. The second category 
will be an agricultural tax, replacing the former direct taxes plus turn- 
over tax. The third type of tax will apply to trade and the fourth will 
concern the professions. 

With the reform of direct taxation, indirect taxes will be subject to 
revision. In particular the present turnover tax will be replaced by a 
general excise, graded according to the economic importance of services 
or goods subject to this tax. This method of taxation will be a means to 
regulate the market and consumption. 

Before the two-year period is over, a recognization of revenue au- 
thorities must be carried out, so as to amalgamate various branches 
into unified revenue offices. 

The Development of Foreign Trade 

Czechoslovakia has insufficient raw materials to draw upon at home, 
and therefore the fulfillment of the two-year plan depends to a consider- 
able degree on our foreign trade. 

The content and volume of our imports will be determined by the 
need to import a number of essential raw materials, agricultural produce 
and food, as well as certain semi-finished and finished products. The 
import of sufficient quantities of iron ore, phosphates, pyrites, soda, in- 
dustrial salt, wool, cotton, hides, oil-seed, etc. must be secured. The 
government will therefore endeavour to renew trade agreements as well 
as monetary and credit agreements with such of the more distant states 
as possess sufficient raw materials. 

The content and volume of our exports will be determined by the 
need to pay for imported raw materials and foodstuffs by the export 
of manufactured gc^s. Speaking generally it will be essential sub- 
stantially to raise our exports for this purpose, especially after the cessa- 
tion of UNRRA deliveries. Our imports will 1>e paid for primarily by the 
export of finished products of the engineering and chemical industries, 
by the export of footwear and leather goods, as w'ell as certain agricul- 
tural products and foodstuffs such as hops, malt, sugar, beer, and pota- 
toes. The government will further endeavour to settle the problem of 
transport of imported and exported goods before an international 
forum. 

The orientation of our foreign trade must guarantee us as far as 
possible permanent markets of our products and permanent buying 
sources for our import needs, in order to gain independence of economic 
fluctuations and crises. A substantial all-round extension and deepening 
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of trade relations with the Soviet Union and the other Slav States, as 
well as tlie rest of the countries of central and southeastern Europe is 
needed above all for this purpose. We shall also systematically deepen 
our trade relations with the United States, the British Empire, France, 
and other countries. In our efforts to raise industrial production we 
shall bear in mind that quantity must not be at the expense of the high 
quality production which has always been and will continue to be our 
main asset in international competition. 

'1 he organication of our foreign trade must be adapted to the new 
structure of our economy. Developments aiming at the concentration 
of the organization of foreign trade will be supported so that imports 
and exports may be uniformly directed, according to the needs of the 
state. The cost of imports must be reduced by the elimination of all un- 
justified middlemen; imports will be concentrated according to branches 
of trade ; the number of links between the importer and the manufac- 
turer or consumer will be reduced ; and importers must be prevented 
from taking advantage of their tnonopolist position. In the sphere of ex- 
port unsound mutual competition in foreign markets between Czecho- 
slovak firms must be eliminated and provision made lest foreign ex- 
change gained by export be misused, but on the contrarj’, it should 
benefit the whole national economy. . - , 


Czechoslovakia: Raising the Standard of Living 
of the People— Social, Health, and 
Cultural Policy 

The main purpose of the two-year plan is to raise the standard of 
living of our people. If we fulfill the two-year plan, raise industrial pro- 
duction by 10% over pre-war figtires, reach the pre-war level of agri- 
cultural production, develop foreign trade to the required extent and 
mobilize all available manpower for productive work, then we shall, in 
spite of the necessary long-term investments, be able to raise, by the end 
of 1948, the standard of living above the pre-war level both materially 
and culturally. Within the framework of these possibilities the govern- 
ment will press forward with the following measures. 

Prices, Wages, and Salaries Policy 

While carrying out the two-year plan prices of industrial products 
will be gradually reduced. Further price reductions can be reached by 
lowering the costs of distribution. By the end of the ^vo-year period it 
will be possible to remove rationing step by step and to free consumer 
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goods, of which there will be a sufficient quantity, at reasonable prices. 
One of the methods for raising the standard of living of our people is 
therefore an increase of the quantity of consumer goods with a simul- 
taneous decrease of their prices. 

A second means to achieve the same aim is an appropriate and fair 
wages policy. The present system of wages which does not properly ap- 
preciate the individual worker’s performance and thus does not suf- 
ficiently encourage individual exertions, must be modified into a system 
of wages based on merits, i.e., on the output of the worker and on the 
difficult character and responsibility of his work as well as on his pre- 
vious training, necessary to accomplish the task entrusted to him. So 
far only about 20 to 30 per cent of workers in industry are paid piece- 
work rates. In the course of the two-year plan it will be necessar>' to 
double the numbers of piece-workers, thereby increasing output and 
wages, and reducing the price of goods. 

In order to increase the standard of living of clerical workers and to 
enable them to fulfill their function properly, in this category, too, ef- 
ficiency pay and bonuses are to be introduced. 

Pay and Service Conditions of Civil Servants 

An important factor with a decisive bearing on the smooth working 
of the administration is a fair structure of the pay and service conditions 
of civil servants, giving them a sufficient income and thus enabling them 
to carry out their duties without financial anxieties. 

The present system of salaries will have to be replaced by an en- 
tirely new one, based on a unified social policy, and with similar ad- 
justments as those made in economic life. The 1926 Salaries Act No. 
103 and all regulations based on it are entirely obsolete. The principles 
underlying the act and its whole structure are unsuitable and do not fit 
the changed conditions. Legislation in respect of civil servants will have 
to be amended in accordance with modern principles and these new 
conditions, if possible as early as 1947. 

The reorganization of public administration is closely allied with 
staff policy. In this respect it will, above all, be necessary to carry out a 
revision of the establishments in all branches of administration, adjust 
them to actual requirements, and transfer surplus personnel to other 
sectors according to their abilities. The government will see to it that 
no public servant is victimized on account of his political opinions, so 
long as they are in accordance with the democratic order. 

An important factor in staff policy must be the endeavour to raise 
the special qualifications of civil servants. A systematic specialized 
training for the civil service is indispensable, if officials are not to get 
stuck in general knowledge. 
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Some Tasks of Social Welfare and Health Policy 

W ith a view to carn-ing out the principles laid down in the Kosice 
Prograniinc the govermnent intends to implement first of all the fol- 
lowing proposals within the orbit of social polic>’. 

Social insurance will he made more economical and unified in pur- 
pose and organization, in order to bring its services nearer to the per- 
sons insured, thus building gradually a national health insitrance service 
and following tlnis a national suf'eranniiation insurance. Prior to this 
the government will start step by step to improve superannuation in- 
surance by the removal of the existing differences between correspond- 
ing rates in the Czech lands and iti Slovakia. 

In the sphere of public health the government, starting from the 
principle that the right to the protection of health is one of the basic 
civil rights, will make plans and take all necessar)' steps towards the 
organization and unification of a state health ser\’ice on a broad basis, 
in accordance with up-to-date standards of medical science. Special at- 
tention will be paid to the prevention of disease. Recreational facilities 
for the working population and young people will be improved and ex- 
tended. 

Tlic government devotes special attention to the care of mothers and 
children in the widest sense. The high percentage of infant mortality 
must be lowered by all available means and steps must be taken to in- 
crease the birth-rate. 

The government will also endeavour to implement an improved 
social and economic standing of the housewife. 

Child and youth welfare will be unified and made a public service, 
but the co-operation of voluntary bodies and institutions preserved. The 
overall care for working youth and students will be broadened in the 
social, health and educational sphere. Youth will be educated to enjoy 
its employment, in particular productive work. 

General social welfare for those who. owing to their income and 
state of health, have to rely on outside aid or support, will be put on a 
new footing, unified and made a public service with the widest co-opera- 
tion of alt voluntary bodies. 

The care for the victims of the two world wars and of Nazi persecu- 
tion will be extended. The government will re-adjust disablement and 
widows pensions and grants to orphans, thus securing them an ade- 
quate standard of living. The problem of retaining persons disabled 

bj’ the war will be tackled to enable them to contribute to the national 
effort. 

The present housing policy will be revised and redefined, in the in- 
terest of the whole population and the State. Particular consideration 
will be given to large families. 
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The economic, social and cultural standard of the countryside will 
gradually be raised. The government will support all organizational 
measures leading to this aim. 

Educational and Cultural Policy 

The government will draft a basic education bill, which is to com- 
plete the modernization of our edtication, with a view to giving all 
young people as wide a general knowledge as possible and to providing 
higher education for talented children irrespective of the social position 
of their parents. 

Particular care must l>e given to technical schools. Here it will be 
necessary to regulate the influx of pupils with regard to the surplus of 
labour in distribution and administration and to the shortage of juve- 
niles entering industry. 

These considerations will be of importance for the planning of re- 
forms in university training, in order to cater for all requirements of 
cultural and economic life. Considerable care must be devoted to t«h- 
nical training by an appropriate organization of technical universities 
and of its preparatory stage in secondary schools. The extension of 
technical museums as well as exhibitions will contribute towards this 

aim. 

Within the economic possibilities it will be necessary to implement 
the act on university training for teachers by establishing pedagogical 
faculties in our universities. 

Conditions in theatres call for a general lazv on theatres regulating 
their position. State centres for music and arts will be established, to 

^ivc these branches public support. 

The task to establish a Csechoslovak Academy of Science as a central 
institution for scientific work has also become topical. It will also be 
necessary to transfer to state ownership and rebuild the National 
Museum and to erect a National Gallery. 

As far as broadcasting and films arc concerned, it is necessary to 
carry out a definite legal and organizational regulation of the adminis- 
tration of Czechoslovak broadcasting and film enterprises. 

Finally, it will be necessary to extend and intensify adult education 
as an important factor in the reconstruction of the state and in an effort 
to achieve democratic maturity of the broad masses of our people. 

As far as youth, its orejanisation, and physical training arc con- 
cerned, the government, in an effort to strengthen the nation s moral and 
physical powers of resistance, the defensive power of the Czechoslovak 
people, and national unity, has as its aim to achieve the democratic uni- 
fication of the Czechoslovak youth movement and physical training, m 
the framework of a united, non-party state organization on the basts of 
a national and democratic program. It is left to the political parties to 
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receive into tlieir ranks and to educate youu" people according to their 
own Ideas, at the same time having due regard to the uniform youth and 
training organizations." 

The Hungarian Three-Year Plan: ® 

Investment, National Income, and Distribution 
Introduction 

Economic planning has been gaining ground in post-war Europe 
with considcraI>le rapidity. Apart from the Soviet Union, where it was 
adopted already twenty years ago. Yugoslavia. Bulgaria, Czechoslo- 
vakia. and Poland have switched over to planned economy, and France 
IS about to follow suit. The political hackgroun<l of this trend was set 
hy the entry into the political arena of the great working masses in the 
liberated countries. These masses have come to realise that planned 
economy was the best means for the utilisation of their ctTorts and the 
economic resources of their own standard of living. 

However, in countries that were the principal victims of total war — 
and Hungary is certainly one of them — the introduction of planned 
economy ha.s proved an imperative necessity as well. The wholesale de- 
struction of means of production, of buildings, of live-stock, and of 
transport facilities upset the balance of the national economy in those 
TOuntries. As a result, it is now necessary for every available means to 
be employed for their recovery and rehabilitation. Careful and far- 
sighted planning is needed to restore the economic equilibrium or, 
rather, to establish a new and socially more equitable state of balance! 
It goes without saying that, of necessity, investments will be limited by 
the volume of consumption goods, the productive capacity, and the 
financial means available. Selection of the most profitable had to be 
made from among a huge number of investments both possible and very 
urgetit. The proper choice can be made only by means of a plan drawn 
up well in advance. 

The Three- Year Economic Plan is based on the common under- 
standing of the four political parties represented in the Coalition Cabi- 
net ; in other words, the Plan rests upon their joint and finn determina- 
tion not to permit the vitally important problems of the economic, social, 
and cultural advancement of the people of Hungary to flounder on the 
high seas of politics. That is why the four political parties have agreed 
upon the adoption of the long-term measures required to settle such 
problems and have undertaken to respect these resolutions as equally 
binding upon each of them. 

’ The following section deals with foreign policy. 

* Published by tlic Hungarian BulUltn, 
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The details of the Three- Year Plan were first made public by the 
Communist Party and, later, by the Social Democratic Party. The other 
political factions represented in the Coalition had declared their ap- 
proval of the Plan and their readiness to participate in the preliminary 
work of elaborating its details. Early in March 1947, the two Hungarian 
Marxist parties coordinated their resi>ective proposals for the 1 hree- 
Vear Plan. At that period, the Independent Smallholders were faced 
with a grave crisis within their ranks as a result of which the crystallisa- 
tion of the party’s economic policy wa.s retarded. This circumstance pre- 
vented the Smallhoklers from coming out into the open with an eco- 
nomic plan of their own. Nevertheless, their experts made a contribution 
with a detailed elaboration of proposals covering agricultural problems. 
The representatives of the National Peasant Party likewise contributed 
valuable proposals during the drafting of the Plan. 

After the two Marxist parties had coordinated their proposals, the 
four principal political factions set up a committee to draft the final 
wording of the Plan. The purpose of this l>ooklet is to acquaint the 
reader with the work of this committee, namely with the gist of the 
Three-Year Plan. 

In the years beginning with August 1. 1947, the Plan provides for 
investments to a total value of 6,585 million forint. Of this amount, 
2,000 million (30.4 per cent) have been allocated to agriculture and to 
the improvement of the material and cultural well-being of the agrarian 
classes; 1,745 million (26.5 per cent) have been set aside for the pur- 
pose of increasing the productive capacity of mines and industrial en- 
terprises; 1,676 million (26.5 per cent) have been reserved for the re- 
construction of postal services and transport; and 1,164 million (17.4 
per cent) have been reserved for building programmes as well as cul- 
tural and social investments. 

When computing the investments, planned proportioning was sought 
for. The limited means had to be made use of in such a manner as to 
meet the vital demands of every branch of the nation’s economy. As a 
* result, agriculture is 'to be j)rovided with machinery, live-stock for 
breeding purposes, artificial fertilisers, improved seed, and irrigation 
facilities. The Plan further provides for technical education, for the de- 
velopment of the agricultural industries— in the first* place the dairy and 
canning industries — and for the manufacture of artificial fertiliser, trac- 
tors, and agricultural machinery. It provides for far-reaching improve- 
ments in rural electrification and in the extension of the network of high- 
ways, likewise for the construction of schools, health centers, housing 
facilities for teachers and medical practitioners, and, finally, for the 
construction of modern and hygienic homes for the farming population. 

In the field of industry, the target is to enlarge our power resources 



472 


ECONOMIC PLANNING 


(coal and electric current) as well as to achieve the extension of the 
iron, metal, and machine industries, a highly developed machine in- 
chistry being essentia! not only to further industrial advancement, but 
also to rationalise agricultural production. Concerning other branches 
of national economy, the Plan envisages principally the development of 
the chemical, textile, building material, wood, leather, paper, and print- 
ing industries as well as that of the artisan industries. 

The objectives of the investments for transport and communications 

are provided by the present conditions of these installations ; the efh- 

ciency of these installations is to be increased above the pre-war level 

by the Three-Year Plan. 

• 

Notwithstanding the vast scale of investments called for by the 
means of production and the transport ser\-ices. the Plan also provides 
for immediate action aimed at ameliorating the living conditions and 
the social and cultural standard of the working population. The con- 
struction of a large number of workers' homes, hospitals, public nurs- 
eries, infant schools, and institutions of science and of art, and the in- 
stallation of public hygiene (sewage and water mains, etc.) prove that 
the Three-Year Plan aims not only at the strengthening of the economy 
of the country, but also at the raising of the cultural and physical wel- 
fare of the working classes.* 

The Development of the National Income Under the 
Influence of the Three-Year Plan 

The results of the realisation of the Plan, e.g., increased national 
production and higher standard of living of the population, will be re- 
flected ultimately in the various items of our national revenues. The 
planned control of agricultural, mining, and industrial production 
makes it possible to foresee the development of the main items of our 
national income. According to our estimates, the national revenue of 
Hungary, which calculated in terms of forint, represented 22.5 billion 
in 1938 and 14.7 billion in 1946-47, will amount to 19.0 billion in 
1947-48, 22.4 billion in 1948-49 and 25.7 billion in 1949-50. In other 
words, we shall attain 84 i>er cent of the 1938 leHl in the first year, 99 
per cent in the second, and 114 per cent in the third. In comparison 
with the 1946-47 figures, the increase will be one of 29 per cent in the 
first year, 52 in the second, and 74 in the third. 

In agriculture, the respective figures for the gross production value 
ntake out 129, 141, and 151 per cent of the 1946-47 level; in other 
words, 90 per cent of the 1938-39 level will be attained by 1949-50. 
After deduction of maintenance and renewal costs and of the value of 
agriailtural and industrial products, the contribution of agriculture to 

* Several sections on investments and estimates of agricultural, mining, and 
manufacturing production, and foreign trade, are left out. 
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the national revenue will amount to 5.1, 5.7, and 

spectively. during the three years, as compared to 6.8 bilhon in l938-3y, 
and 4 bilUon in 1946^7. Thus, in 1949-50. the contributions ot agri- 
culture will exceed the 1946-17 figure by 62 per cent and reach 9.^ per 
cent of the pre-war level. 

The output of mining and smelting will repre-sent a gross value o 
113, 127, and 143 per cent, respectively, of the 1946-47 figure and wll 
surpass the 1938 mark by 34 per cent in the last of the three years. The 
net contribution of smelting and mining to the national revenue \yill be 
of the order of 697, 770 and 853 million forint ; in other words, it will 
have surpassed the pre-war level in the first y^r of the plan alread;y 
and will stand 49 per cent above same in the third year. 

The corresponding figures for manufacturing will show gross value 
of production as 135. 167, and 195 per cent of the 1946^7 period and 
will surpass the 1938 level in the last of the three years. Net production 
values should figure slightly more favourably in so far as rising produc- 
tion brings about a cut in the quota of used up materials fnd costs of 
maintenance. Manufacturing will contribute 5.8, 7.2, ^,5 Inllion 

forint respectively, to the national revenue, as against 6.5 billion m 
1938 and 4.1 billion in 1946^7. which means that the portion of na- 
tional revenue deriving from manufacturing will be exactly double the 
present figure, at the same time reaching 132 per cent of the 1938 level. 

The contribution of the handicraft industry will also increase mate- 
rially; by the end of the three-year period, it is expected to "^ake out 
166 per cent of the present level and thus slightly surpass the 1938 

Since a considerable quantity of goods to be manufactured (e.g., 
goods to be delivered under the title of reparations) will not be placed 
on the market, the growth in the money value of commercial activity 
will not quite keep pace with that of the production of goods. I his also 
applies partly to transport trade and to price-raising taxes. Similarly, 
the value of the use of lodgings and other items will increase only m a 

more moderate measure. . , . , 

The rise in the standard of living to be attained by the realisation 

of the Plan will be determined, in the material sense, by such volume 
of goods produced as will remain available for inland consumption. (It 
must be recalled that the projected investments in the social, cultural, 
and public health sectors will sensibly improve living conditions ; such 
improvement, however, cannot be measured numerically.) The value ot 
commodities available for inland consumption can be arrived at by de- 
ducting from the total of national revenue the value of material re- 
quirements of the State and of autonomies, the amounts involved m- 
connection with the discharge of international liabilities, and finally, 
the amounts of investments accomplished. The value of renewals is not 
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to be deducted, since they were taken into account when calculating the 
net production value of the individual branches of production. The 
goods-absorbing influence of e.xports may be left out of consideration 
(luring the period of the Three- Year Plan, because the equilibrium of 
our foreign trade balance will Ik? maintained, and thus the exported 
goods will he replaced by imported ones. From this point of view, the 
increase of stocks of commodities would, in theory, have to be deducted 
from the national revenue, since it embraces goods barred from itn- 
mediate consumption ; the pace of the increase of stocks, however, de- 
pends on many and different factors. Consequently it can hardly be 
established numerically. The value in question may be put at 3.000 mil- 
lion forint, though it may well be considerably above or below this 
figure. In any case, the omission of this factor will involve no error of 
importance in the calculations on the advance in the standard of living, 
seeing that all stocks of commodities are, when all is said and done, ac- 
cessible to direct or indirect consumption, only it is the prevailing pur- 
chasing power that will determine the pace of consumption. 

Among the items to be deducted from the national revenue, the mate- 
rial expenses of a non-investment character of the State and other public 
bodies will not, during the Three-Year Plan, reach the 1938 level. This 
is to be explained by the fact that the material expenses of the State 
amounted in 1938 — first year of the so-called “one billion j>engoe invest- 
ment plan” — to the relatively very high sum of 2,800 million forint. 
During the 1946-47 year, the expenditure under this heading of the 
State is expected to total 1.600 million forint. According to figures avail- 
aide for the period elapsed up to now. the said expenditure is to be 
gradually increased dtiring the years covered by the Plan, since de- 
mands of this nature are not adequately met by present funds. With the 
falling away of the costs of occupation, international liabilities will, in 
the first year of the Plan, remain below the present figure ; later, how- 
ever, they will advance in keeping with the progressive growth of 
reparation deliveries. The accretion of live-stock is to be deducted in 
view of the fact that it has alreadv been taken into account when cal- 
dilating national revenue and that live-stock so accounted for will not 
be slaughtered. 

After deduction of all items to be considered, the value of tlie volume 
of goods available for inland consumption — reckoned on the basis of 
retail prices ruling in January 1947 — will amount to 14.0, 16.6, and 
18.9 billion forint respectively during the three years covered by the 
Plan, as against 18,300 million for 1938 and 11,000 for the 1946-47 
year. In other words, by the end of the period under the Plan, the value 
of goods available for inland consumption will surpass the 1938 level 
by 3 per cent and will stand 27, 51, and 72 per cent, respectively, above 
the 1946-47 level. 
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The standard of living of the farming population, and of the indus- 
trial and white-collar worker can and must be raised by a more lair 
distribution of the public charges. The consumers tax and turno\er 
tax, which place disproportionately heavy burdens on the small income 
classes, will have to give way in the greatest measure possible to a 
system of direct taxation more in keeping with individual earnings. Ihe 
aim of the capital levy and the Plan Loan is to skim the larger incomes 
and to take the burden off the shoulders of those with modest means. In 
this manner, it will be possible for the present-day real incomes earned 
by the working population to be increased by SO per cent by the end of 
the period covered by the Plan. 

Real income is determined, in the case of the peasant population, b) 
the purchasing power of money-incomes earned by the sale of agricul- 
tural products and measured in collation with the prices of industrial 
products, while in the case of operatives and office workers, by the ratio 
of the nominal earnings to the cost of living. It gpes without saying, 
however, that the real income of the peasant population is also increased 
by higher crop yields, while in the case of physical and mental workers 
real income will tend to rise on account of improved employment. The 
above are the underlying considerations to the establishment of prices 
and wages if every group of the working population is to receive its due 
share for its efforts made towards the success of the Three-Year Plan. 
Such an improvement in the standard of living in so short a time is 
without parallel in the economic history of our country. This will induce 
everyone to take part in tlie realisation of our Plan in the sure knowledge 
that his work will bear fruit. 

Man-power Management Under the Three-Year Plan 

To reach the targets set by the Three-Year Plan, the man-power 
potential of the country must be administered both economically and 
systematically. Before the introduction of planned economy, intermit- 
tent periods of shortage and abundance of man-power perpetually en- 
dangered continuous production and threatened the livelihood of the 
workers. In contrast to that state of affairs, the provisions of the Three- 
Year Plan ensure the employment of an ever increasing number of 
workers according to a predetermined scale. 

The switch-over of agriculture from a system of extensive to one of 
intensive cultivation confronts the management of man-power with pre- 
viously inexistent problems. The so-called "latent unemployment, in 
herent with the extensive agricultural system adopted in Hungary, must 
be eliminated ; thus the system which forced many hundred thousands 
of farm labourers and smallholders of eke out precarious existence on 
the earnings of only one hundred working days in the year must be 
finally liquidated. More complete and uniform use must be made of 
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man-power in agriculture too, and wages ensuring a decent standard of 
living must be paid. By extending the area sown with hoe-crops or 
fodder plants and by expanding the budding market-gardening indus- 
try, It will be possible for agricultural employment to be spread more 
evenly over tlie year. However, this in itself is not enough. The surplus 
man-power potential must be absorbed by encouraging the provincial 
population to participate in the processing of agricultural products and 
by the extensive development of the cottage industries. In some regions 
it will be necessary to provide for a number of workers to find seasonal 
occupation in agriculture during certain periods of the year and in oUter 
periods in the mining or factory industry or in the construction and 
maintenance of highways and canals. In addition, part of the surplus 
agricultural man-power will be absorbed by industrial production as 
soon as this has been geared up by Ute Three-Year Plan. 

The production of jnining and manufacturing industry as estimated 
in the Three-Year Plan requires an increase of the hands employed. 
However, this increase is not proportional, in all cases, to the rise in 
production. The number of certain categories of operatives engaged in 
key enterprises will not increase proportionally ; rationalisation, which 
increases the output even without the use of more man-power, will also 
make its effect felt. 

Examined from the angle of man-power management, rationalisation 
means on the one hand that the efficient manufacture of similar or 
identical consumption goods by factories dispersed in various parts of 
the country should discontinue ; and instead, the centralisation of pro- 
duction and an increase of output coupled w’ith the least rise of em- 
ployment should be sought. On the other hand, within the works, the 
output per workers is to be raised to the optimum by the introduction 
and application of improved means of production and by the most ra- 
tional arrangement of working processes, thus ensuring a more eco- 
nomical production. 

The object of rationalisation is not to achieve a maximum, but an 
optimum, output. In other words, the object is the utilisation of man- 
power in a way that results not in increased demands on the worker, but 
on the contrary, in more careful treatment of same, by the application 
of more rational means of production simultaneous with a higher out- 
put. Obviously, this purpose can be realised only if each worker feels 
it his individual task to restore full workshop discipline. Neither ra- 
tionalisation nor higher output can be achieved unless the operative 
fully appreciates the necessity of improved workshop discipline, a most 
important preliminary to the eventual success of the Three-Year Plan. 
Improved workshop discipline and increased output not only give the 
worker pride and confidence in his abilities, but also ensure him a secure 
social standing. 
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The number o^ workers employed in certain branches of the na- 
tion’s economy— principally m the mining industry where out-dated 
production methods are still applied— will rise but slightly during tlie 
term covered by the Plan, as large-scale investments provided for will 
modernise production methods without the need to call on additional 
labour. On the other hand, in the case of industries where working 
methods and means of production may be considered more modern 
even today, the number of new employees called for will rise in pro- 
portion to the increased production. 

According to the provisions of the Tliree-Year Plan, it is expected 
that the number of workers in the mining and factor)’ industries will 
increase between 1947 and 1948 by over 10 per cent of the present 
figure, i.c., tliat it will be some 6.5 per cent higher than the 1938 level. 
This demand for additional labour can be met easily enough by draw- 
ing upon the present reserves of unemployed. While there are branches 
of industry where a shortage of skilled labour exists, it is expected that 
this shortage can be remedied gradually by teaching workmen new 
trades and by the suitable administration of available man-power re- 


in the second year of the Plan, i.e., the 1948-49 period, it is ex- 
pected that the number of operatives will increase by roughly 20 per 
cent over the present figure, or 15.6 per cent over the 1938 level. This 
target, however, can be reached only if the man-power is made to flow 
into carefully selected channels. While we must not forget to take into 
account the reserve of labour arising out of the repatriation of the 
prisoners of war. it will still be necessary to put to work everyone actu- 
ally not engaged in productive tasks. Such, for example, are the dis* 
missed or inefficiently directed and grossly underpaid employees of 
over-dimensioned public enterprises or firms or persons earning illegal 
profits as middle-men. People of this kind only cause the costs of living 
to rise. Once they have been given useful tasks, the total of productive 
working hands will increase and, and at the same time, the costs of ad- 
ministering public enterprises and business organisations will decrease 
and superfluous middle-men will be eliminated. As a result, the costs of 

living will fall. , . 

By the end of the third year covered by the Plan, the number of op- 
eratives will exceed the present figure by almost 30 per cent. The mate- 
rial accretion of industrial output provided for in the Plan will cause 
industrial unemployment to vanish by the end of the 1949-50 year and 
will thus absorb part of the surplus of agrarian workers. Obviously, the 
drafting into industry of such large masses of new workers is feasible 
only if proper training is provided on the basis of a carefully thought- 


out plan* , . - 

Far-reaching rationalisation, in the first place, that of the man- 
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power reserves, is essential for all these results to materialise. Immense 
t.nsks have yet to be attended to in the field of the education of skilled 
workers and in that of providing; for men to replace superannuated ex- 
perts of higher qualification. The progress of the nation’s economy 
along a predcterminc<l course greatly facilitates the realisation of these 
aims as it will allow for the riglit estimation of the demands to be made 
beforehand and for a<lequate and timely plans to be prepared for ex- 
ploiting man-power to the best advantage. 

Development of the Price and Wage Level during the 
Term of the Three-Year Plan 
Tlic price and wage policy of the Three-Year Plan must be brought 
into line with the over-all objectives set by the scheme. In other words, 
provision must be made to ensure, as compared with 1938, the bridging 
of the gap caused by the agrarian shears and to further the rise of the 
workers’ standard of living (their real earnings) by some 80 per cent 
during the three years. Closing of the agrarian shears and the increase 
of real incomes — in other words, the raising of the living standard of 
the entire population, whether the agricultural classes or the physical 
and intellectual workers — all this is made feasible by the fact, follow- 
ing upon the realisation of the Three-Year Plan, that the volume of 
goods available for inland consumption will surpass the 1946-47 average 
by a mean of 27 per cent during the first year, 51 per cent during the 
second, and 72 per cent during the third year under the Plan. Since the 
yearly average stands for the mean figure of the progressively rising 
standard of living during the relevant year, a rise of a great deal more 
thnjj 72 per cent should present itself during the last months of the 
1949-50 year. Moreover, it must not be forgotten that the burdens of 
State a<lministration will, in the course of the execution of the Three- 
Year Plan, be distributed more equitably than is the case at present. As 
a result, it will be possible for the real value of wages earned and of the 
money incomes of the farming population to be increased by even 
greater i>ercentages than those above, by 80 per cent towards the end 
of the third year. 

Apart from this purpose that is the primary target of the wage and 
price ixjlicy to be adopted under the Three-Year Plan, we must not lose 
fight of the necessity to maintain at all costs the value of the forint in 
terms of stable currencies. This necessity in itself precludes the granting 
of State subsidies on exports, in the form of premiums or otherwise; 
measures of tl\at nature would be tantamount to a form of devaluation. 
Under the Plan, Hungary will have to export a very considerably quan- 
tity of industrial commodities to be able to cover her requirements in 
raw materials. Such exports are greatly impeded by the present state of 
affairs in which the inland price of a number of industrial articles is 
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higher in Hungary than abroad. Consequently, if we desire to promote 
our exports of industrial commodities without State subsidies and with- 
out imperilling the exchange parity of the forint, the price level of these 
industrial commodities will have to he reduced gradually. 

In so far as domestic relations are concerned, what we must aim at 
when realising our price policy is, on the one hand, to ensure the con- 
tinuity and expansion of productive activity, and to ensure conditions 
underlying reliable planning on the other. From both points of view it 
is desirable to maintain the greatest pos.sible stability of price levels. At 
no tost must a gradual increase in the price level be allowed to occur. 
Such an emergency would lead to the necessity of having ever and anon 
to adjust wages and salaries to the rising prices to secure the stability 
of real earnings ; this would result in a state of permanent uncertainty 
in many segments of economic life. A scaling down of the price level, 
however, is quite permissible as one of the means of raising real earn- 

ings. 

All the foregoing postulates require that the price policy adopted 
by the Three-Year Plan be aimed at the stabilisation, and indeed, sub- 
stantial reduction, of wholesale and retail prices alike. While, with an 
eye to closing the agrarian shears, the price of agricultural commodities 
will have to be augmented proportionally to that of industrial commodi- 
ties, this must not involve an increase of living costs either. 

The projected rate of increase in the real earnings is higher than that 
of the lowering of prices to be reckoned with within the period of the 
Three- Year Plan. It follows, therefore, that the desired rise in real 
earnings can be achieved only partially by the reduction of the price of 
consumption goods; in part, normal earnings will have to be increased 
as well. We must not overlook the fact that any advance in the norninal 
earnings must not be permitted to cause an advance in retail prices ; 
therefore, the gap between the prices obtained by the producer and 
those paid by the consumer must be narrowed in the case of both agri- 
cultural and industrial commodities. This can be achieved principally 
by excluding superfluous go-betweens and, secondly, by reducing the 
middle-man’s commission. Furthermore, advantage must be taken where 
possible, of the price-reducing factors of the purchase and distribution 
of commodities by co-operative societies. Parallel to the rise in turnover 
and the reform of our taxation system, consideration must be given to 
the question of reducing somewhat the taxes affecting the prices of con- 
sumption goods. . 1 j:r 

Our present taxation system still bears the mark of the initial dit- 

ficulties resulting from the stabilisation of the forint currency. It is based 
largely on the indirect taxes, such as consumer and turnover taxes ; con- 
sequently it affects, and to an unjustly large degree, those very classes 
whose meagre earnings are devoted principally to the purchase of con- 

.31 
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sumption goods. The gradual introduction of a system of direct taxation 
and the imposition of progressive taxes on larger incomes will enable 
the treasury to reduce the rate of the consumer and turnover taxes and, 
in this wa\', to bring about a reduction in the gap between the price ob- 
tained by the producer and that paid by the consumer. However this, in 
itself, is insullicient. Stabilisation or reduction, respectively, of prices to- 
gether with an advance of real earnings can be assured only if wc suc- 
ceed in reducing jiroduction costs simultaneously. This is why it is es- 
sential to the successful execution of our price policy that production be 
rationalised and production costs reduced consecutivclv, and also that 
tlicrc should be material increase of the output per worker. 

The foregoing automatically presents us with the rc<iuirements that 
will have to be borne in mind when moulding the relative level of wages 
and prices as for August, 1947. The increase that has taken place al- 
ready in the jirice of cereals was motivated by the disparity that had 
existed to the detriment of the price of cereals ever since the evolution 
of the stabilisation level. The increase of the prices of cereals was, at 
the same lime, the first important step towards the attainment of one of 
the targets set by the 'i liree-Year Plan, namely to bring about the dis- 
appearance of the agrarian shears in relation to the 1938 level. At the 
same time, we shall have to do away with the disparity that has existed 
since 1946 between the price of cereals and the price of other agricul- 
tural commodities, particularly animal products. It follows from the 

foregoing that minor rectifications can take place only in respect to the 
latter prices. 

When studying the question of increasing the level of wages and 
salaries, the principle must be laid down that such increases must not be 
permitted to find expression in the retail prices of industrial products. 
Kealisation of this principle will be made possible by a considerable in- 
crease in turnover following in the wake of the Three-Year Plan and, 
as a consequence, improved exploitation of the productive capacity, 
scaledMip efficiency per worker to be attained, and finally the absolutely 
essential rationalisation. 

Where experience acquired since the introduction of the stabilisation 
makes it possible, prices will have to be reduced even prior to the intro- 
duction of the Three-Year Plan. 

The h'inayicial Implementation of the Three-Year Plan 

The investments provided for in the Three- Year Plan were decided 
upon the assumption that the economic, social, and cultural rehabilita- 
tion of the country will have to be ensured even if we are left alone to 
our own resources. Nevertheless, there are also supplementary plans 
ready m the event that foreign loans on non-political terms are forth- 
coming which, no doubt, would speed up the process of recovery The 
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character of these additional plans, however, is such that a postpone- 
ment in their realisation would not affect the rise of production and 
the improvement of living standards as foreseen in the Plan. Our 
financial planning has also been drawn up on this conception and, for 
the present, is based solely on resources to be drawn from the inland 
production. According to our estimates, the national production will, 
within the first twelve-month period, already suftice not only to meet 
the basic demands of the population and to cover Hungary s interna- 
tional obligations, but will, in addition, yield a substantial surplus that 
will increase further in the subsequent years. It is up to the financial 
policy to cause these surpluses to accumulate in the shape of savings 
and be made available indeed for the purpose of the contemplated in- 
vestments. r ^ 

The Three-Year Plan provides for a total investment of o.58o mil- 
lion forint to be divided among the following principal objectives: 


J947l4i J94Sf49 J949/SO 


Destination 

Total 

im^cstments 

t'oliu of 

annual inv^shncnls 

in million 




forint 

769.6 

592.0 

ARficulture 

Mining and Manufacturing 

2,000.0 

1,745.0 

579.4 

554.0 

651.0 

599.0 

Communications and Postal 
services 

1,676.0 

427.3 

560.0 

688.7 

Building, social and cultural 
aims 

1,164.0 

235.3 

375.0 

553.7 

Total : 

6,585.0 

1,796.0 

2,185-0 

2,604.0 


Over and above the foregoing investments, further savings will be 
necessary in the interest of fostering production ; for example, nieasures 
will have to be taken to ensure the rapid growth of our partially depleted 
live-stock aggregate and gradually to repair or replace worn-out tools, 
machinery, transport installations, etc., or to re-modernise obsolete 
building premises. Increasing production and turnover of goods will 
also require a rapid growth of working capital, which will find expres- 
sion preponderantly in the rise of supplies of comniodities. '1 he plants 
will have to be provided with a volume of raw materials increasing from 
month to month, and we shall have to revert to the normal state of affairs 
when every plant disposes of stocks large enough to cover its require- 
ments months ahead. The stocks of finished goods held by the factories 
and trade in general will increase parallel to the rising pace of produc- 
tion. All these factors will call for additional substantial savings which, 
however, do not come within the framework of the Three-Year Plan or 

reasons given below. * • 

If the breeding potential of the present live-stock aggregate is cx- 
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ploitcd to t he full, the increase of our live-stock capital should represent 
a sum of 1.100 million lorint by the end of the comitig year. 'I his capital 
icrcase however will result from the peasants' marketing less live-st^ock 
han uMial every suitable animal being applied to breeding purposes. In 
s the peasants will waive a certain amount of purchasing power 
and thus provide cover for the cajutal accretion; in other words no 
special provision need be made on the financial side. 

I he capital accretion resulting from the building of houses for the 

posc. J his IS due to the circumstance that the value of the manual labour 

'\cll as that of building materials available on the spot— estimated as 
re,. resent., ig a value of between two and three hundred million Srint 
during the three-year period-does not fall within the sco,»e of finances 

at a mtaK.f'Trm for renewals-valued 
at a total of 1.600 million forint— required bv agriculture mininir and 

niamitactunng during the three-year j.eriod. Tlie^cost of these renewals 
prices. "I'™ rietormining the current 

of 'ho ""'ioi- 

- s e'se, 1 m u'"*’' r"’?""' "ontmodity stocks, respectively 
win InvrL „ r O""'— ■>* 'ho resulting detuand for money 

n 1, “ vake o^ i T f™" '” "O" oircnlation following 

the wake of increased production on the one hand and from the an- 

tic.|)ated increase of deposits on the other. The increase of Jorklnir 

ca,)ital durnig a given jicriod will be determined primarily by the de^ 

^clolm^ent of the note circulation and of the deposits. ^ 

1 he growth of national revenue estimated in the Plan will oermit us 

'v th a"onti::tll'"-' capitalisation, to provide the workin";“’ 

.heir rt:ri.;Ze^3 ;:^T;r:t?arnt' fSrtr^"'"'’*™ •“ -- 

cnvis?g'’e7:m'L;‘ th:"Thre“''r:ian'; ’for Ihe ’'go 

rca‘isatiorof'’d “ pf h"'* f"'S' applied '^Ihc 

realisation of the Plan and not withdrawn for direct consumotion for 

ofTTai.: rsotrx^^trs 0=7 ;vt;e^;«' 

rial clnang? 1 .'h^a^nuge ”f" tt '“^'k 
.e.is.ered^•„ this held' ^ 
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during the period bet\veen the two World Wars to compulsory thrift. 
However, the shape it assumed then was one in which the body of con- 
sumers was exploited for the profit of the great industrial capitalists. 
Customs tariffs, restrictions on imports, and cartel agreements kept the 
price of industrial commodities at an artificially liigh level: thus, what 
investments were indeed realised were financed by part of the profit 
made by private capital. What we aim at in the Three- Year Plan is the 
proportional distribution of the burdens ; savings are to be ensured 
principally by way of taxation. The economically feeble are to be pro- 
tected, whereas the wealthier classes will have to bear progressive bur- 
dens. 

\'ery substantial surpluses are foreseen in the budgets of the State 
and the autonomies. These revenue surpluses .ensure financial cover for 
85 per cent of the investments foreseen in the Plan ; in other words, the 
Plan is to he financed preponderantly from the State's and autonomous 
bodies’ tax receipts, and from the yield of ordinary and special taxes. 
Since the stabilisation, the Government of democratic Hungary has al- 
ready introduced stringent progressivity in our tax system ; it has, in 
other words, moved in the direction of the realisation of fundamental 
social principles. Our tax system and improved tax administration en- 
sure, as is also foreseen in the Three- Year Plan, that a material increase 
of receipts will take place concurrent with the rehabilitation of economic 
life. The tax returns for the past months have already — calculated on 
the basis of the whole year — surpassed the figure of 3,400 million forint. 
For the first year of the plan, the revenue on existing taxation is ex- 
pected to amount to 3,840 million forint, i.e., to be only 12 per cent in 
excess of the present tax receipts. The anticipated current tax receipts 
for the second and third year arc 4,350 and 5,000 million forint, re- 
sixjctively. These estimates arc in keeping with the anticipated growth 
of inland production. 

Apart from a more efficient collection of existing taxes, financial 
contribution to the Three-Year Plan will also be forthcoming from a 
capital levy and the imposition of radical taxes on war-time and infla- 
tionary profits ; these measures realise one of the most important de- 
mands of the new democracies in the field of tax policy. By the imposi- 
tion of these two new taxes, the wealthier classes will also assume their 
due share of the proposed investments. In the course of the coming three 
years, a revenue of roughly 1,700 million forint will have to be assured 
from this source. The scale of the capital levy and the profit tax must be 
strongly progressive. Only fortunes of at least 75,000 forint will be af- 
fected ; the initial rate is 6 per cent. Payments shall be made in install- 
ments over a period of three years. Agricultural estates of less than 
twenty-five cadastral acres will be exempt from the levy. 
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A “Plan Loan” of roughly 900 million forint will liave to be floated 
as partial cover for the Plan : this loan will he issued in half-yearly in- 
stallments to make it possible for the savings of the public — also ex- 
pected to accumulate substantially as a conse(|uence of the Plan — to be 
“skitnined” and put to profitable use. Finally, use will naturally liave to 
bo made for the cover of the Plan of the surpluses estimated to amount to 
500 million forint of State and nationalized enterprises and works. The 
abo\e amount comprises also advances in connection with deliveries to 
be effected by State enterprises to foreign countries. Such advances are 
to constitute the greater part of the svjrpluses of the State enterprises in 
the 1947-48 year. 

The State budget will have to be drawn up as follows in keeping with 
the above demands : 

Three-Year 



Totol 

i947/-tS 

194 S /49 

1949/50 

RfVfnuc : 

T<ixc5 aiul State monopolies 

13,190 

Ulillion jorint 

3,840 4,350 

5,000 

Special taxes 

1.740 

525 

580 

635 

Plan Loati 

860 

190 

290 

380 

State enterprises’ surpluses 

497 

122 

168 

207 

Total : 

16,287 

4.677 

5.388 

6.222 

Expenditure : 

Personal expenses 

4.100 

1,150 

1,350 

1,600 

Ctirrent material expenses 

2,700 

700 

900 

l.KK) 

Investments 

A.m 

1,327 

1.4.38 

1 ,622 

International liabilities 

5,100 

1,500 

1.700 

1.900 

Total : 

16,287 

4,677 

5.388 

6.222 


The States expenditure available for investments constitutes precisely 
two-thirds of the total investments of the Plan. The other public bodies, 
in the first place the Municipality of Budapest, the provincial autono- 
mies. and. to a lesser extent, the social insurance institutes will have to 
participate in the realisation of the Plan with 1,176 million (18 per 
cent ) . In other words, 85 per cent of the total investments will be covered 
from tax receipts. Furthermore, one may count — with the expansion of 
the joint Hungarian-Soviet enterprises — on financial participation by 
the Soviet Union to the e.xtent of 151 million forint (2 per cent), and on 
savings accumulating with the co-operative societies to a total of 280 
million forint (4 per cent) ; the balance of 590 million (9 per cent) will 
have to be provided by private capital. 

The following amounts derived from various sources will have to be 
made available annually for the purpose of investments: 
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Orifrin of fit\ouciol ccn cr 


J'ltrec-Vear 

Total 


ig.! 7/48 J9tS/49 mWSO 



wilHon 

forint 



1,326,5 

1.438.1 

1.622.3 

1.175.6 

\ 

269.6 

404.3 

501.7 

151.1 

42.5 

5.3.1 

55.5 

1.54.1 

280.5 

yi.o 

90.4 

590.9 

121.4 

199.1 

270.4 

6.585.0 

1.796.0 

2.185.0 

2,604,0 


State and State enterprises 
Other public bodies 

Contribution of the Soviet Lnion 
towards the investments of joint 
Hunparian*Soviet enterprises 
Cooperative societies 
Private capital 

Total : 

It follows from the present state of the nation’s economy that the 
Government will have to launch the investments programme : only later 
on. with the gradual strengthening of economic life, will it be possible 
to increase the investments by the autonomies, cooperative societies, and 
private capital, simultaneously with a proportional decrease m the 
participation of the Government. During the first year. 73.7 per cent ot 
the investments will be covered by the Government, 15 per cent by other 
public bodies, and only 11.3 per cent will have to he provided from co- 
operative and private sources, including in the latter, the j^rticipation 
of the Soviet Union as well. In the second and third years. Government 
participation will fall to 66 and 62.4 per cent respectively, while that ot 
the autonomous bodies will rise to 18.6 and 19.3 per cent, and that of the 
co-operative societies and private capital to 15.4 and 18.3 per cent, re- 
spectively. , . • 

It will be necessary, in respect to each single item, to determine m 

detail at what time, from what source, and to what amount the coyer 
for the envisaged investment is forthcoming. Within the frame of the 
Three-Year Plan there shall be drawn up a more detailed execution 
Plan for one year, and the context there of dealing with the budgets ot 
the autonomies shall be inserted as a separate annex in > the budget 
estimates of the State and of the public autonomies for 1947-48. binal y. 
a monthly execution plan shall be drafted taking into account the 
amounts currently available from other financial sources. It is tlie du y 
of the "National Planning Office” and the "National Planning Council 
to direct the execution of the Plan in keeping with the existing possi- 
bilities without, however, losing sight at any time of the i^^aje targets 
in view. In this way, the financial policy of the Plan will be ^ 

the course of its everyday execution while, at the same time, a mi g 
no compromise as regards the objectives envisaged for each single year. 

How Shall We Realise the Three-Year Plan 7 

Our exposition would not be complete if it confined no reference 
to the fun^mental legislative and structural conditions underlying th 
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iniplcnicntation of the Tlircc-Vcnr Plan. Agreement has been reached 
in tliis respect, loo. by the competent experts of the parties in the Coali- 
tion Gc ertimcnt, and the necessary conditions have alrcadv been estab- 
lished 

J ho first and most essential step was the passage of a bill on the pro- 
visions of the I hrec-Ycar Plan, Only by means of legislation can the 
accomplishment of the Plan be secured with freedom from the vagaries 
of political turmoil, the furthering of the success of the Plan be made 
an imperative ta.sk for all citizens, and the Government be empowered 
to promulgate the ncccssarv decrees of execution. 


The law passed by Parliament states that an economic plan of three 
years, to begin on August 1. 1947, shall be drawn up in the interest of 
encotiraging tlic economic and cultural rehabilitation of the country as 
well as of consolidating the democratic regime: such Plan should ensure 
the intensified application and rationalised use of productive energy 
and the coordination of the various branches of production in the in- 
terest of the masses. The law makes it binding for every Hungarian and 
every foreigner in possessitin of a working permit in Hungarv to col- 
laboiate to the maximum of this powers and abilities in furthering the 
aim of the Plan and to place all moral and material means at his com- 
mand in the service of the Plan. It goes without saying that these 
jirescrijitions apply cc[ually to Hungarian legal persons (joint-stock com- 
panies, co-operative societies, etc.) and to foreign legal persons pos- 
sessing assets serving economic purposes in Hungary. 

'J'he law authorises the Government to work out in detail and execute 

the Plan and provides for the setting up of a “National Planning Coun- 

CM and a National Planning Oftke*’ in the interest of the accomplish- 

incut of this work. The Government is further authorised to promulgate 

tlccrccs necessary for the execution of the Plan. Finally, the law declares 

any contravention of such decrees and. in general, any obstruction of 

the accomplishment of the Plan, to be a criminal ofTence. thus making 

It possible to punish with the full rigour of the Law the enemies of the 

Hungarian people, enemies that might seek to thwart the aims of the 
riiree-^ ear Plan. 


The Government organisation necessarv for the implementation and 
execution of the Plan consists of the “National Planning Council“ and 
the National Planning Office” created under the tenns of the law to 
which reference has been made above. It is incumbent upon the “Na- 
tional Planning Council” to assert the opinion and will of the political 
parties forming th^e coalition and of the organisations representing the 
working masses. The members of the Council arc appointed by the Presi- 
dent of the Republic from among the representatives of the four political 
particyn the Coalition, the Trades Union Council, the National Agricul- 
tural Council, and the National Centre of Co-operative Societies. By 
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virtue of an inierparty understanding, the Coalition parties are to be 
represented in the Council by an equal mnnber of delegates from each 
party. The Council examines all questions affecting the execiition of the 
measures provided for in the Plan as well as all details tliereof, always 
bearing in mind the actual economic situation, and submits its respective 
proposals to the Government. The Council will not decide by vote upon 
the various problems submitted to it for examination. W'hen all the <lif- 
ferent aspects of the case have been given careful agd objective con- 
sideration, common agreement must be reached with the Council be- 
tween all parties concerned. Should this prove unfeasible in respect to 
some question, the relative matter has to be laid before the Council of 
Ministers or, should the Council of Ministers so desire, before the 
Supreme Economic Council. 

The “National Planning Office” shall provide for the practical reali- 
sation of principles laid down according to the foregoing procedure; in 
other wor<l.s. it is incumbent upon the “National Planning Office” to 
elaborate the details and to direct and control the execution of the Plan. 
The “National Planning Office” will periodically frame detailed plans 
related to the various branches of State and administrative life. Final 
approval of the plans drafted shall be given by the Council of Ministers. 

I he “National Planning Office” is an organisation administered by 
but a small staff and is divided into general arlnhnistrativc, fmancial, 
agricultural, mining, industrial, commercial, transport, construction, 
and social-cultural departments. Experts with the highest qualifications 
have been invited to .serve in the Planning Office. Their task cannot be 
compared to the scope of any office formerly exi.sting in Hungary. The 
Three-Year Plan, as outlined in the foregoing, is but a framework which 
must now be filled with life ; the targets at which it aims must be at- 
tained by conforming flexibly to the hundred and one ever-changing de- 
mands of everyday life. While the Plan allocates the yearly amounts to 
be spent on investments, in point of fact it will be ncces-sary to frame de- 
tailed plans for every month. In other words, decision will have to be 
reached as to the purpose to which the actual financial aiul material 
surpluses can lx;st be put within the frame-work of tlie Plan. It is the 
duty of the “National Planning Office” to exploit these possibilities fully 
and, at the same time, to keep constant watch that progress is being 
made towards the ultimate goals. 

Supervision of the measures introduced for the realisation of the 
Plan is of no less significance. Control can be really effective only if it 
reaches down to each single enterprise. The managers of enterprises 
important from the point of view of the Plan, therefore, must appoint a 
“Plan Commissioner” from among their staff ; it will be the duty of this 
person to supply the “National Planning Office” regularly with informa- 
tion as to progress made by the respective plant in furthering the aims 



488 


ECONOMIC PLANNING 


of the 1‘lan nr what, if any. arc the obstacles which may present them- 
selves. 1 f *t 

An a(lo<jnate (Inancial organisation is also part attd parcel ot the 

carr\ing out of the I’lan. In order to enable the Hungarian credtt 
s\stcin to he ecjual to the new duties, i.e.. to manage the necessary 
financial operations inexpensively, efficiently, and in every way in the 
interest of the masses, far-reaching rationalisation and the extension of 
absolute State control will have to take place in the banking business. As 
a rule, in every country that switched over to planned economy, the big 
financial institutes were nati<inalized. Tins has happened even in France, 
not to mention those countries whose economic structure is far more 
similar to that of Hungary: such, for example, arc Czechoslovakia. 

Polaiul, Yugoslavia and Bulgaria. 

It is an (imperative necessity in Hungary, too, that the principal 
financial institutes should be nationalised and that the other hanks be 
placed under strict State control. Nevertheless, nationalisation must be 
carried out in such a way as to ensure that neither the economic ami 
financial life of Hungary nor her connections with foreign countries 
.shoukl be intcrfere<l with. This is why one of the ver\- first tasks await- 
ing the newly assembled Parliament will he the nationalization of the 
National Bank of Hungary and of the two largest financial enterprises in 
the country — the Hungarian Commercial Bank of Pest and the Hun- 
garian General Creditbank — and also of the other principal^ banks 
(those known as belonging to the first category of banking institutes). 
Only such part of the shares in the financial institutes will pass into 
the hands of the State as represents inland property. Former holders of 
the shares are to receive indemnity. The position of the shares forming 
the projicrty of foreign share-holders is not affected. The financial enter- 
prises to be nationalised are permitted to retain registry of their firms, 
their legal personalities, and their participations in other enterprises. 
Absolute State control over the credit system can be enforced in this 
manner, too. Naturally, all banking enterprises will be immediately sub- 
ject to strict State control ; in point of fact. Government commissioners 
have already been delegated by the Minister of Finance to all banks 
coming within the first category of registered banks. The Government 
commissioners will ensure that the activities of the financial institutes 
fit into the over-all economic and financial policy and that they are in 
keeping with the demands connected with the realisation of the Plan. 

The understanding prevailing among the different political parties 
as to the execution of the fundamental provisions of the Plan ensures 
that the same will not remain a scrap of paper. The legal measures en- 
visaged, the representation of the political parties in the “National 
Planning Council,” the ability of the experts administering the “Na- 
tional Planning Office,” the placing of the credit system under state 
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control and the collaboration of the “Plan Commissioners” will ser\’e 
to enforce the determination of the people of Hungary as to ihc ac- 
complishment of their economic and cultural uprising. (There follows a 
series of tables concerning investments, production, national income, 
consumption, and financial sources of investments under the Thrce-\ ear 
Plan.) 
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A Planned 
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Introduction 


A STEADY succession of five-year-plans of the USSR, beginning in 

1928, more than anything else has dramatized the appearance 
and increased popularity of the planned economy. According to official 
reports, industrial output in the USSR had expanded by 650 per cent 
from 1928 to 1940. We know now that the index numbers upon which 
these results are based had a strong upward bias. Nevertheless, the re- 
sults have been striking. By 1940, the output of iron was 4 times that of 
1913; of steel, 4*/^ times; of coal, times; of oil, 3}4 times; of raw 
cotton. Z]/j times; and commodity grains close to twice that of 1913. 
The objective of the Fourth Five-Year Plan (1946-50) is a rise of in- 
come from 138 billion rubles in 1940 (1926-27 prices) to 205 billion - 
rubles in 1950, or a rise of 48 per cent above the 1940 level. (These 
will be spectacular advances, if achieved, following five years of all-out 
warfare.) In a speech of February 9, 1946, Premier Stalin announced 
plans which would take fifteen years or more to achieve, and which 
would yield annually 50 million tons of pig iron, 500 million tons of 
coal, up to 60 million tons of oil, and a total industrial output three 
times that of 1940. 

This chapter is devoted primarily to the Law on the Five-Year Plan 
for the Restoration and Development of the National Economy of the 
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USSR jor 1946-50. (Detailed plans for each of the sixteen republics 
are omitted.) Among the significant objectives listed arc the relmbilita- 
lon and development of devastated regions, the recoven- of pre-war 
levels of output in mdustrv- and agriculture, and ultimatelv significant 
advances beyond them priority to the restoration and development of 
mb t transport, promotion of agriculture and the 

well-bem of the people, encouragement of teclmical progress. strcn<rth- 
i .r;fcduc1rSr' ■>' ^ -P-l a„d a., increase 

M,. <^specially upon investment. Over a period of five rears 

the centralized capital investment for rehabilitation and development of 

1926-27 prices or not. If we assume that national income in the five 
>car^ viere to be 850 million rubles (5 times the mean of 1940 and 1950 
(planned] mcoine) then the ratio of centralized investment alone to 
total income would be 30 per cent-a very large proportion, indeed for 

percrntagrto'?945 5o' proportional 
Tess l i?^ 'ncomc (again at current price.s) is iindoubtedlv 

926-27 A dot bling of machine tool production and the priorities for 
machine tools also suggest that resources are to continue to be diverted 
disproportionate y to capital building. An examination of the rise in out- 
put of textiles, food products, and agriculture generally, for example 
does not suggest the marked advances that are promised for machine 
tools, chemicals, synthetic rubber, electric power, and coal. 

sumohon" r still is on capital rather than con- 

sumption. And as before, the planners underline the importance of risin^r 

productivity, which they will achieve by better training of workers more 

mechanization, introduction of the latest mana-e- 

Taymers to totaf of pi<=cc and bonus 

payments to total average payments. Incentive is not by anv means 

frowned upon m the socialist state. Gains in productivity will it is 

hoped, bring about increased supplies of consumers' goods lower prices 

dulion. rationing-all factors to spur the interest in pro- 

106 biinon ^'’ipressed by the proposal to spend 

iUb billion rubles per annum by 1950 on social security includinir state 

Sees arri926 27 “““ '>"= 

thTsHteL^f- t' 'P^O. And in the same section. 

2';2‘hin; ‘ 33.5 million persons in industry will receive 

nrils 't Obviously, this cannot be in 1926-27 

prices, since total income in 1950 in 1926-27 prices is to be but 205 
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billicn rubles. Let us, then, assume that both social security payments 
and waf^cs in industry are in current rubles. Social security would then 
account fur 40 per cent of the pay received in indnslry. This is undoubt- 
edly an excessive estimate. A similar jiroportion for the United States 
would recpiirc public outlays many times that of the annual expenditures 
of around $5 billion. 

The Fourth Five-Year Plan: Aims ^ 


Principal Aims 

As a result of the heroic efforts of the peoples of the Soviet Union 
and of its gallant Red Army an epoch-making victory has been won— 
Hitler (Germany has been smashed and Japanese inijicrialism defeated. 
The USSR ended the war by completely vanquishing the enemy. This is 

the chief result of the war. , . 

Tile victorv of the USSR means, first, a victory for the Soviet social 
system ; the Soviet social system has successfully stood the test in the 
fire of war an<l has demonstrated its supreme vitality. 

Second, the victory of the USSR is a victory for the Soviet state 
system : the multi-national Soviet state has stood all the tests of war and 
demonstrated its vitality. 

Third, the victory of the USSR is a victory for the Soviet armed 
forces, for the Red Anny ; the Red Army has withstood all the hardships 
of war. completely vanquished the armies of our enemies, and emerged 
from the war victorious. 

This epoch-making victory could only be achieved because the whole 
country had been made ready for active defense beforehand. Three five- 
yeJtr plans of development of the national economy of the USSR were 
required in preparation for this tremendous task. 

The Soviet Union created the material conditions which made it pos- 
sible to prepare the country for active defense before it entered World 
War II by consistently carrying out the policies of the Communist Party, 
and. first and foremost, with the help of the Soviet policy of industrial- 
izing the country and collectivizing agriculture. 

As a result of the successful realization of the program of the Com- 
miinist Party tvith respect to industrializing the country and collectiv- 
izing agriculture, a socialist society has been built in the USSR. 

The 18th Congress of the Communist Party of the Soviet Union 
(CPSU) in 1939 laid down the lines for a gradual transition from so- 

^ Tlie Law adopted at the First Session of the Supreme Soviet of the USSR, 
March 18 1946. The Great Statin Fivf-Year Plan for the Restoration and 
ment of the National Economy of the USSR for 1946-1950 (Ipformatwn Bulletin. 
Embas<;y of the Union of Soviet Socialist Republics, Washington, June 1946), 

pp. 2-18, 32. . . 1 
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cialism to communism and set before the peoples of the Soviet Union 
the aim of overtaking and outstrii)ping the principal capitalist countries 
economically, i.e., with respect to the volume of industrial outinit per 
head of the population. 

1 he groundwork for the accomplishment of this main economic aim 
of tlie USSR was laid by the 'rhir<l I'ive-Vear Plan for the development 
of the national economy of the USSR, the principal assignments of which 
were being successfully carried out during the first three and a half 
years of the five-year plan period (1938-41; notwith>tanding the fact 
that military operations were at that time taking place on the borders of 
the Soviet Union. 

Socialist industry was making rapid headway — industrial output 
showed an annual average increase of 13 per cent. Big strides were 
being made in particular in the development of heavy industry. In the 
first three years of the Third P'ive-Year Plan the output of the means of 
production increasetl by more than 50 per cent, while the output of the 
machine-building industry increased by 75 per cent. 

Industry was rapidly developing in the eastern regions of the USSR ; 
in the Urals, the X’olga area. Siberia, Central Asia and Kazakhstan, in- 
dustrial output in the first three years of the Third Five-Year Plan in- 
creased by 50 per cent. 

The cereal croj) in 1940 amounted to 119,000,000 tons. One of the 
richest grain-growing areas of the Soviet Union was created in the east- 
ern part of the country. The progress of agriculture was due to the policy 
of collectivization, which made it possible in the space of a few years to 
cover the whole country with large collective farms capable of employ- 
ing up-to-date machinery and all the latest methods of agricultural sci- 
ence, and of supplying the country with ever larger quantities of agri- 
cultural commodities. 

In the first three and a half years of the Third Five-Year Plan an 
immense program of construction work was carried out : capital con- 
struction amounted in value to a total of 130 billion rubles; some 3,000 
state-owned mills, factories, mines, power stations and other enterprises 
■were put into operation. More than one-third of the capital construction 
work in this period fell to the eastern areas of the USSR. 

The growth of socialist industryi especially of heavy industry, the 
economic development of the eastern areas, and the accumulation of 
large state reserves helped to strengthen the economic and military might 
of the Soviet Union. In 1940 there were produced in our country 15,- 
000,000 tons of iron, or nearly four times as much as in 1913; 18,300.- 
000 tons of steel, or four and a half times as much as in 1913; 166,000,- 
000 tons of coal, or five and a half times as much as in 1913 ; 31 ,000,000 
tons of oil, or three and a half times as much as in 1913 ; 38,300,000 tons 
«f commodity grain, or 17,000,000 tons more than in 1913; or 2,700,- 
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000 tons of raw cotton, or three and a half times as much as in 1913. 
With the help of socialist industr}’ the reconstruction of the railways sys- 
tem was undertaken. 

1 his was accompanied hy a continual improvement of the living and 
cultural standards of the peoples of the USSR. There was a rapid influx 
of new contingents of skilled workers into national industry. Produc- 
tivity of lal)or and national consumption rose. Wages likewise rose and 
the incomes of the collective farms increased. The network of cultural 
institutions expanded, the number of pupils of primary and secondary 
schools and of students of higher educational establishments increased, 
and the universal education of children was a practical reality. 

The treacherous attack of Hitler Germanv on our socialist mother- 
land in 1941 put a stop to the peaceful constructive labors of the Soviet 
Union atul interrupted the general economic advance and the rise in the 
standard of living of the peoples of the USSR. 

The Great Patriotic War made it necessary to subordinate the entire 
national economy to the needs of the front, to the task of sma.shing Hit- 
ler Germany atul her satellites. The national economy of the USSR was 
swiftly i)ut upon a war footing. Industry was switched over to the pro- 
duction of munitions. 

I he modern large-scale industry which had been built up in the 
eastern regions of the country in the period of the five-year plans and 
the rapid rc-cstablishmcnt of over 1,300 large industrial plants which 
were evacuated to the eastern areas of the country, coupled with the 
new construction work undertaken, resulted in considerably enlarging 
and strengthening the powerful industrial base in the East of the USSR. 
By a supreme economic effort the evacuated plants were in the main al- 
ready re-established in the early half of 1942. 

1 he victory of the USSR in the Patriotic War was achieved at the 
cost of heavy sacrifice. The German occupants inflicted tremendous 
damage on our country. Notwithstanding the colossal losses and the 
arduous conditions of wartime, the war economy of the USSR showed 
a swift development in the course of the Patriotic War. In the early half 
of 1945 industrial output in the eastern areas of the USSR was twice as 
great as in the first half of 1941, while the output of the war industries 
was 5.6 times as great. In the four years of the war industrial output in- 
creased 3.6 times in the Urals, 2.8 times in Siberia, and 3.4 times in the 
Volga area. 

The eastern regions of the Soviet Union grew and expanded during 
the Patriotic W'ar into a powerful base of supply of ammunition, weap- 
ons, tanks, and aircraft for the Red Army. 

The State Committee of Defense set up in the early days of the 
Patriotic War by decision of the Presidium of the Supreme Soviet of 
the USSR, the Central Committee of the CPSU and the Council of Min- 
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isters of the USSR, and headed by our great leader. Comrade Stalin, 
swiftly and resolutely mobilized all the forces of the people of the USSR 
to repulse the enemy. Owing to the tremendous organizational work 
performed by Party and Soviet bodies under the guidance of the State 
Committee of Defense, in a very short period a smoothly working and 
rapidly growing war economy was created, which ensured the supply of 
the necessary munitions to the Red army and the accumnlation of re- 
serves for the complete destruction of the enemy. 

The Soviet state and the Communist Party effectively utilized the 
material potentialities thus created for the development of war industry. 
In the last three years of the war the tank-building in<lustry turned out 
an average of over 30.000 tanks, self-propelled guns, and armored cars 
annually; the aircraft industry produced about 40,000 aircraft annually 
dtiring the .same i>eriod ; the ordnance industry produced nearly 120,000 
guns of all calibers, nearly 450.000 light and heavy machine-guns, over 
3,000,000 rifles, and about 2,000,000 tommy-guns; the mortar-making 
industry produced in the period 1942-1944 an average of 100,000 mor- 
tars a year; in 1944 alone over 240,000,000 shells, bombs, and mortar 
bombs and 7,400,000,000 cartridges were produced. 

The working class of the Soviet Union, by constantly improving 
methods of production, increasing the capacity of in<lustrial establish- 
ments, building new plants and ensuring the uninterrupted movement 
of freight for the armed forces and the national economy, performed a 
supreme feat of heroic labor during the Patriotic War. 

Socialist agriculture kept the army and the country supplied with 
food and industrial raw materials. This was essentially a manifestation 
of the vitality of the collective farm system and of the patriotism of the 
Soviet peasant. 

The Soviet intelligentsia helped the w’orkers and the collective farm- 
ers to develop industry and agriculture ; they contributed to the advance 
of modern science under wartime conditions, and applied its achieve- 
ments to the production of munitions for the Red Army. 

Unexampled feats of labor heroism were accomplished by the de- 
voted women and glorious youth of the Soviet Union, who bore the 
brunt of the work in mine and factory, on collective farm and state 
farm. 

Just as the Red Army, fighting single-handed in a long and arduous 
struggle, scored a military victory over the fascist armies, so did the 
working people of the Soviet rear, in their duel with Hitler Germany 
and her associates, score an economic victory over the enemy. 

The guiding and directing force of the Soviet people in developing 
the national economy during the Patriotic War and placing it on a war 
footing was the Communist Party, the Bolsheviks. Led by the Party of 
Lenin and Stalin, our entire multi-national Soviet people — the workers, 

32 
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peasants and iiuellii,'entsia of the USSR— rallied to form a single fight- 
mg camp. The i)arty welded together all the forces of the Soviet Union 
and concentrated all the material resources of our Soviet state for tlie 
purpose of healing tlic enemy. 

Holli the (jermati and the JaiKuicse imperialist invaders have been 
vanqinshed. Our onmtry is now relieved of the menace of German 
invasion in the \\ cst and of Japanese invasion in the East. 

The LS.SR has returned to the work of peaceful socialist construc- 
tion interrupted by the treacherous attack of Hitler Germany. 

Having elTcctivcly initiated, while the Patriotic W'ar was still on, the 
economic rehabilitation of the formerly occupied regions, the Soviet 
Union, now that the war is over, is continuing to rehabilitate and further 
deve op its national economy on the basis of long-range state plans, 
which (letermme and direct the economic life of the USSR. 

f 1 ^ Soviet of the USSR declares that the principal aims 

of the I’ivc-\ear Plan for the Rehabilitation and Development of the 
Xational Economy of the USSR in 1946-1950 are to rehabilitate the 
(Icvastatc<I regions of the country, to recover the i)re.war level in indus- 
try and agriculture, and then considerably to surpass that level. 

I’or this purpose it is necessary: 

( 1 ) To give priority to the restoration and development of heavy 
tndustry and railway transiiort. without which the rapid and efTcctive 

recovery and development of the entire national economy of the USSR 
would be impossible. ^ 

^ ^ ^ • 4 producing consumer 

goods m order to raise the material well-being of tlic people of the Soviet 

Union and to secure an alnmdancc of the principal items of consumer 
goods m the country. 

(3) To promote technical progress in all branches of the national 
tconomy of the USSR, as a condition for a powerful increase of pro- 
duction and a rise in the productivity of labor, which will necessitate not 

surpassing scientific achievement outside the 

UbbK in the near future. 

mT? t^oinplcte the post-war reconstruction of the national econ- 
omy m 1946 and to uliltze the productive j>lant of the war industries for 

the economic power of the Soviet Union. 

(5) lo further enhance the defensive power of the USSR and to 
ctiuij) Its armed force.s with up-to-date weapons. 

nurnose fh. “^‘"^“’^‘tion. fixing for this 

Scvelonment , “■>“=*' 'nvestnients for the rehabilitation and 

and new “P^t^'ion rehabilitated 

and new enterprises to a total value of 234 billion rubles (in 1945 esti- 
mated prices) : also, to develop the building industry to the uLoIt, 
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paying particular attention to the introduction of up-to-date building 
machinery and the mechanization of buikhng processes, as well as the 
creation of an industrial basis for the production of building machinery. 

(7) To conduct rebuilding and new building in towns and villages 
and increase the housing resources of the country to the utmost possible 
extent ; to adopt mass production of pre-fabricated houses, and to pro- 
vide state assistance to workers, peasants, and intellectuals in building 
their own homes. 

(8) To surpass the pre-war volume of the national income and of 
national consumption, for which purpose the food industry must be ex- 
panded to the fullest possible extent, consumer goods manufactured on 
a big scale, the incomes of the collective farmers increased, commodity 
exchange extended ; and the abolition of the rationing system in the near 
future, to be replaced by a widely ratnified and efheient system of Soviet 
trade. 

(9) To ensure permanent staffs of workers for industry and trans- 
port by improving the organization of labor and providing better living 
and material conditions, and also to ensure a steady increase in the num- 
ber of highly qualified technical personnel. 

(10) To raise the productivity of labor by making the utmost of 
the 8-hour working day, by the all-round mechanization of heavy labor- 
using branches of industry, by extending electrification in the national 
economy and by intensifying production processes. 

(11) To restore and enlarge the system of primary and secondary 
schools and higher educational institutions, and to improve the training 
of cadres for industry by extending tltc labor reserve training system 
and the training of ne\v workers on the job. 

(12) To improve the public health ser\'icc; and to ensure new ad- 
vances in Soviet culture and art. 

(13) To increase the state material reserves and stocks in national 
industry in order to eliminate seasonal declines in production and to 
avert adventitious difficulties in industr>'. 

(14) To strength the currency and improve credit arrangements 
in the national industry ; to enhance the significance of profits and cost- 
accounting as an additional stimulus to production ; to increase the 
profitability of all branches of industry by lowering costs of produc- 
tion ; to induce business organizations to pay greater attention to mo- 
bilizing their internal resources, observing scrupulous economy and 
resolutely eliminating losses due to bad management and unproduc- 
tive expenditure ; to increase the proportion of premiums for the ful- 
fillment and over-fulfillment of output programs in the total earnings of 
workers and clerical employees. 

(15) To stimulate to the utmost the economic initiative of the 
Union Republics in rehabilitating and developing their productive forces, 



498 


ECONOMIC PLAKNING 


to Strengthen and expand to the fullest extent the economy of the re- 
publics within the general system of national economy of the USSR; to 
cnsitre Uic all-round development of the economy of the republics, of 
local industry and of the producer co-operative societies, especially with 
a view to increasing the production of food and consumer goods, the 
utilization of local fuel resources, the making of rolled steel and castings 
for local needs, the production of building materials and timber metal 
articles and equipment for republican iiulustries ; consumer goods pro- 
duced by the local industries and the co-operative societies must be 
entirely at the disposal of the given Union Republic, it being left to the 
discretion of the Council of Ministers of the republic to decide what 
proportion of these goods shall be retained for consumption within the 
repuh ic and what proportion used for commodity exchange with other 

republics, the general state regulation of market prices being at the 
snrnc time observed. 

With these aims in view, the Supreme Soviet of the Union of Soviet 
oocialist Kcpublics resolves: 

To approve the Five-Year Plan for the Rehabilitation and Develon- 

tT.rl" p, USSR in 1946-50. drawn up by 

the State Pl.yin,nK Co.nnnss.on of the USSR and adopted by the Gov- 

ennnent of the USSR, and to define the assignments for this’^ period as 


The Fourth Five-Year Plan: Plan for Increased 
Production and Development 


Industry 

in loTn''"' industry of the USSR as a whole 

iod nlvel '""'-Year Plan for the Rehabilitation 

rubles in 1940, which represents an increase in industrial output of 48 
per cent as compared with the pre-war year of 1940 

HI J" plan for the growth of production, total capi- 

the industry of the USSR for the period 1946-1950^ is 
fixed at 157.500.000.000 rubles (in 1945 estimated^prices). 

(4) Iron and steel. In view of the fact that the development of this 

industry will to a considerable extent determine the rehabilitation and 
development of the whole economy of the USSR, the pre-war figure for 

brexceeSin 195^ production of tolled goo^s shall 

be 1950 by 35 per cent. Extraction of iron ore shall be in- 

crease y 1950 to 40,000,000 tons, production of coke to 30 0(X)(XK) 
tons, neutral firebrick to 2,7S0,(XK) tons, and acid fi^brii to 
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tons. Steel rail production shall be restored and developed to an output 
of 1,350,000 tons in 1950. The manufacture of iron pipes shall be in- 
creased to 1,500,000 tons in 1950. 

In the five-year period, 45 blast furnaces with a total output of 12.- 
800,000 tons, 165 open hearth furnaces, 15 converters, and 90 electric 
furnaces with a total output of 16,200,000 tons of steel ; 104 rolling mills 
with a total output of 11,700,000 tons; and 63 coke batteries with a total 
output of 19,100,000 tons shall be rehabilitated or newly built and put 
into operation. New iron ore mines with an annual output of 35,400,000 
tons shall be opened. 

The iron and steel industry of the south shall restore its pre-war 
level of production of iron, steel, rolled goods, coke and iron ore. The 
iron and steel plants in the south of the USSR, including 17 of the big- 
ger mills, shall be rehabilitated. Seven pipe-rolling and pipe-casting mills 
shall be rehabilitated. 

The all-round development of the iron and steel centers of the Urals. 
Siberia, and the Far East is to continue. The building of the Nizhny- 
Tagil and Chelyabinsk iron and steel mills shall in the main be com- 
pleted. The building of four iron an<l steel mills in the Urals and 
Siberia is to be continued. A new plant for the manufacture of electric 
steel shall be built to supply the requisite amounts of transformer and 
dynamo steel. An iron and steel mill shall be built in the Georgian 
SSR and a pipe-rolling mill in the Azerbaijan SSR. The construction 
of new iron and steel mills in the Kazakh SSR and the Leningrad area 
shall be started. 

The Far East, Siberia, and the Transcaucasus shall create their own 
sources of supply of iron ore. The Krivoy Rog iron field, the Kamysh- 
burun iron mines, the Lipetsk and Tula iron mines, and the Chiatury 
and Nikopol manganese mines shall be rehabilitated and further de- 
vclofied. The extraction of iron ore in the Shoria Highlands shall be 
increased by 2,000,000 tons, and iron mines opened in the region of the 
Kursk magnetic anomaly. Long hauls of raw material for the iron and 
steel industry must be reduced, especially the hauling of iron ore from 
the Urals to the Kuznetsk Basin. 

Geological surveying shall be extended, especialy in the eastern re- 
gions of the USSR, in order to increase the commercial reserves of iron 
ore and other raw materials for the existing and projected iron and steel 
plants. Commercial iron ore deposits amounting to 1 ,680,CX)0,000 tons, 
100,000,000 tons of which are in Western Siberia, and manganese de- 
posits amounting to 110,000,000 tons, are to be surveyed; industrial 
reserves arc to be provided for the construction of new iron and steel 
mills in the North Urals, Siberia, the Kazakh SSR and in the region of 
the Kursk magnetic anomaly. 

The production of thin cold-rolled sheet-iron is to be rehabilitated 
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ill the Soutli and c.\pande<l in the East; the production of lacquered tin 
shall he organized and the production of tinplate extended. There is to 
he an all-round development in the production of assorted steel shapes, 
low alloyed steels, precision alloys, and transformer ami dynamo steel 
with low magnetic losses. The production of high alloyed steel for the 
nianufacture of high temperatures and pressure boilers and turbines 
.shall he increased. 

Laborious processes involved in the work of blast furnaces, open- 
hearth furnaces and rolling mills shall be further mechanized, especially 
in rehabilitating the iron and steel mills in the South. Modern cranes 
shall be provided for the ore. coal, and coke yards of iron and steel 
mills and coke and chemical plants, and tip-trucks provided for the 
transport systems of mills and mines. Flame chipping of ingots shall 
be widely developed. Iron and steel mills shall be equipped with meas- 
uring and control in.NtrumeiUs ami devices for automatic operation. The 
use of oxygen-enriched blasts for blast and steel-smelting furnaces shall 
be introduced on an industrial scale. 

The concentration of poor quality ores shall be developed, the pro- 
duction of concentrates increased and the preparation of raw materials 
improved to provide changes of more regular composition. The scrap 
sorting points and pig-brcaking departments of iron and steel mills shall 
be equipped with tnachinery. and a number of new mechanized plants 
for the handling of scrap shall be built. The network of pipelines for 

the transmission of gas from coke ovens for industrial tises shall be ex- 
tended. 

(5) Noti-jcrrous inelal iudiisiry. A high rate of increase in the pro- 
duction of non-ferrous and rare metals shall Iw effected by improving 
the work of existing enterprises, con.structing new mines and plants, re- 
habilitating the enterprises in the formerly occupied regions, and by 
introducing up-to-date methods. In the five-year period the output of 
copper shall be increased 1.6 times, that of aluminum doubled, magne- 
sium increased 2.7 times, nickel 1.9 times, lead 2.6 times, zinc 2.5 times, 
wolfram concentrates 4.4 times, molybdenum concentrates 2.1 times, and 
tin 2.7 times. The production of rolled non-ferrous metal, especially of 
complex alloys, shall be extended. The supply of ores for the non-ferrous 
metal industry shall be enlarged and improved and the present shortage 
in the supply of raw material for the lead industr>' remedied. 

In the five-year period the capacity of the mines, concentration 
plants, and refineries of the copper industry is to be increased. The 
first section of a copper development plant in the Kazakh SSR shall be 
completed, and the first section of a new copper refinery in the South 
Urals built. A new electrolytic copper plant shall be built and started. 

• , * A 1 • mines and factories is to increase. Baux- 

ite mines, two aluminum plants and an alumina plant shall be restored. 
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two new aluniiiium plants are to be built and started, and the capacity 
of the aluminum plants in the North Urals and in the Kuznetsk Basin 
increased. The first section of the alumina plant in the Azerbaijan SSR 
shall be completed for operation. 

Nickel production by electrolysis is to be increased in two nickel 
platits. A new nickel plant is to be started, the existing zinc plants ex- 
panded. two zinc plants in the South of the USSR rehabilitated and a 
new zinc plant and a new lead plant built. The wolfram and molybde- 
num jjlatit in the North Caucasus shall be rehabilitated and extended 
and the building continued of plants to be su()plied from the surveyed 
wolfram and molybdenum deposits in Central Asia and Eastern Siberia. 

The first sections of three new plants for the manufacture of rolled 
non-ferrous metal goods shall he built and started. The electrode plant 
in the Ukrainian SSR shall be rehabilitated and extended and a new elec- 
trode plant built in the North Caucasus. Two new plants shall be built 
for the production of high-grade hard alloys. 

The industrial processing of new raw materials — nepheline and alu- 
nitc — for the production of alumina is to be introduced. Stocks of in- 
<lustrial categories of copper, lead, bauxite, nickel, wolfram, and molyb- 
denum ores are to be increased. Local sources of supply of raw material 
for the aluminum plants in the South and in Siberia shall be surveyed 
and preparations made for extraction. Extensive prospecting shall be 
undertaken for the discovery of new deposits of alminurn. nickel, wolf- 
ram, molybdenum, gold, and new rare metals with a view to building 
new mines and plants. 

The complete utilization of all minerals contained in non-ferrous 
ores, including sulphur ingredients, will be provided for by adopting 
perfected methods of processing and by combining the production of 
non-ferrous metals with the manufacture of chemicals. .Ml laborious 
processes in the extraction and refining of non-ferrous ores are to be 
mechanized and the automatic control atid checking of technological 
processes introduced in concentration plants and refineries. 'I he pro- 
duction of metallic magnesium by electrothermal methods shall be in- 
trofluced on an industrial scale. 

(6) Coal tiiduslry. Rapid expansion shall be provided for so as to 
increase coal output to 51 per cent above the pre-war level by 1950. Out- 
put of coking coal (in the Donets, Kuznetsk. Karaganda, Kizel, Pechora. 
Tkvarchali, and Tkvibuli fields) is to be increased to 57.700,000 tons, 
the amount required to satisfy till <lemands of industry. The pre-war 
level of extraction shall be restored in the Donets Basin and by 1950 
exceeded by attaining a total output of 88,000,000 tons. 

New coal fields and regions sliall be opened in Bureya in the Kha- 
barovsk Region, in Ekibastuz in the Kazakh SSR, in Kuyurgaz in the 
Bashkir ASSR, and in Uzgen in the Kirghiz SSR, and the extraction of 
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coal front local fields in all regions of the country where there are de- 
posits IS to be clevelope<l to the iitinost with a view to substituting local 
fuel for outside supplies. 

Coal mines with a total capacity of 183,000.000 tons are to be put 

into operation m the 1946-50 period. The rehabilitation of the Donets 

I.asin mines is to be completed by 1949, for which purpose 182 large 

ints with a total capacity of 67.700.000 tons will be restored and 60 

new pits with a total capacity of 14.100.000 tons built. In rehabilitating 

and bui Uling coal mines priority shall be given to those producing cok- 
ing coal. * ^ 

In the five years from 1946 to 1950. the following new pits are to be 
Slink and put into operation : in the Moscow coal field. 66 pits with a 
total capacity of 18,800,000 tons; in the Kuznetsk Basin. 30 pits with 
a total capacity of lcS.000.000 tons; in Karaganda. 17 pits and opcn-cut 
mines with a total capacity of 6..=100,(MO tons; in the Urals, 49 pits and 
npement mines with a total capacity of 19,000,000 tons ; and in Central 
Asia, nine pits with a total capacity of 3.200,000 tons. 

1 he Pechora coal fiehl. a new source of supply for the northern scc- 
tioti of the Luropcan USSR and Leningrad, shall he extended. In this 
region new pits with a total capacity of 7.700.000 tons shall be started 
A coal industry shall be inaugurated west of the Dnieper and in the west- 
ern regions «Hcre 13 pits and open-cut mines with a 

total c.apacity of J./OO.OOO tons are to he put into operation. In the Cau- 

nm i,. ‘^■'•pacity of 3.200.000 tons shall be started, 

tons * ^^l^^city of 1.250.000 

’'Hlicated scale shall be ensured by the 
large-scale adop ion of modern industrial methods in the constriction 
of mines, as well ns of housing and public services in the mining settle- 
ments and by considerably contracting building time schedules 

and for ro.r i' for increased coal output 

and for coal mining ilevclopment. as well as to raise labor productivity 

the extensive mechanization of laborious processes in the coal industr^ 

mlmbe shall be undertaken. T^e 

number of machines used m the coal industry shall be accordingly in- 
creased to three or four times the pre-war number. The manufacture of 
coal-mming machiner>- shall be expanded in the eastern and western 

pKmrsInll period 13 new machine-building 

plants sliall be erected and put into operation and 16 plants producing 

mine machinery shall be rehabilitated or reconstructed. Metal Tnd ferret 

One of the innjor tasks of the coal industry is considerably to im- 
prove the quality of coal by concentration, screening and thTma^f™ 
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ture of briquettes. Large-scale, technically up-to-date mechanized plants 
shall be established for tlie concentration, screening and briquetting of 
coal. By 1950 all coking coal requiring concentration (with more than 
7 per cent ash content) and all power-liouse coal requiring concentration 
(with more than 10 per cent ash content) shall be treated mechanically; 
the concentration of brown coal shall be widely practiced. In conformity 
with this, the mechanized concentration of coal in 1950 shall be in- 
creased to 150,000,000 tons, comprising 53,000,000 tons of coking coal 
and 97,000,000 tons of power-house coal. Power-house coal shall be 
screened. The production of coal briquettes is to be organized on a 
large scale and the output brought up by 1950 to 7,400.000 tons. 

For the realization of the program of mechanical concentration and 
briquetting of coal in the 1946-50 period. 271 coal concentration plants, 
with a total ca])acity of 175,000,000 tons per annum, shall be built and 
six plants with a total capacity of 9,000,000 tons rehabilitated ; 26 coal 
bricjuette plants with an annual capacity of 10,000,000 tons are to be 
built, the manufacture of coal concentration equipment organized, and 
two new plants manufacturing machinerj- built, one in the Kuznetsk 
Basin an<l the other in the Donets Basin. 

All newly-built pits must have concentration and screetiing installa- 
tions, serving cither individual pits or groups of pits. The rehabilitation 
and building of the coal concentration departments of the coke and 
chemical plants in the south i.s to be accelerated and new coal concen- 
tralion plants built at iron and steel plants. 

In the five-year period 765 sites shall be surveyed with a view tu 
starting new mines and open cuts with a total annual output of 361,000,- 
000 Ions of coal, these to include 131 sites in the Urals, 135 in the 
Moscow field, 60 in the Karaganda field, 60 in the Kuznetsk field, and 
140 in the Donets field. New districts and deposits of coking coal shall 
be prospected and surveyed in the Urals, and in the Donets, Kuznetsk, 
Karaganda and Pechora fields. 

(7) Peat extraction. Peat output is to be increased to 44,300,000 tons 
in. 1950, or 30 per cent aliove pre-war, and a big expansion provided for 
in the central and western regions. 

Laborious processes involved in the extraction, drying, and stacking 
of peat and in preparatory and loading and unloading operations shall 
be mechanized. The more highly mechanized methods of extraction,, 
such as by milling, dredging, and pressure hose, shall be developed, 
and the use of narrow-gauge car tracks extended. 

By 1950 the output of peat briquettes is to be increased to 1,200,000 
tons. A start shall be made on organizing the all-the-year-round extrac- 
tion of peat, for which purpose plants for the artificial dehydration of 
peat shall be built. 

Research work on the mechanization of peat extraction and on the 
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technological and chemical processing of peat shall be widely under- 
taken. 

(8) production. A new branch of industry shall be developed 
<m a large scale on the basis of exploiting natural gases and the proc- 
ccssing of coal, peat, and shale. 13y 1950 the output of gas from coal and 
shale shall be iiicrea.sed to 1.900,000.000 cubic meters and of natural 
gas to 8,400.000,000 cubic meters. W ork on the tmderground gasifica- 
tion of coal is to be continued so as to attain an output of gas produced 
by this method of 920.000.0(X) cubic meters a year by 1950. Industrial 
enterprises for the conversion of coal and shale into liquid fuel shall be 
starte<l. Hy 1950 the output of licpiid fued from coal and shale is to reach 
900.000 tons. 

Shale mines with a capacity of 9.400,000 tons in the Estonian SSR 
an<l of 3.0(X).000 tons in the Leningrad Region shall be rehabilitated or 
newly built for the purpose of starting an industry for the manufacture 
of gas from shale. Two jilants for the hydration of coal and one for the 
production of synthetic petrol shall be built. In the five-year period shale 
gas and shale processing plants shall be built and started in the Estonian 
SSR and Leningrad Region, four new gasworks built, gas pipelines from 
Dashava to Kiev and from Kohtla-Jarva to Leningrad laid and put into 
operation, and the Saratov-Moscow gas pipeline completed. 

(9) Petroleum. The inclustrj' must be rapidly restored and devel- 
oped, so tliat the pre-war level of e.xtraction and refining is reached in 
1949 atul exceeded in 1950. Maximum development of petroleum ex-, 
traction and refining is to continue in the easteni regions— in the Urals, 
in the Bashkir ASSR, in the Volga Basin, on Sakhalin Island, in the 
lurknienian SSR. in the Uzbek SSR. in the Kazakh SSR. as well as in 
the Ukrainian SSR. The proportion of oil extraction in the eastern re- 
gions in the total output of the USSR must be considerably increased. 
Provision shall be made for the rapid rehabilitation of the oil industr)’ 
in the Caucasus — in Baku. Grozny, and Krasnodar. 

Geological survey ing and the preparatory work on new oil fields 
shall be developed to ensure the fulfillment of the indicated increase 
of output and to have completed sur\-eying hy 1950 of commercial rt- 
serves sufficient for no less than two or three years ahead. Provision 
shall be ma<lc for greater sui^'ey drilling and for increasing its share 
in the total drilling done. 

High-speed methods of sinking wells and rotary drilling shall be 
extended, deep wells using pumps provided with improved equipment, 
and secondary exploitation methods introduced. Hermetic equipment 

shall be employed in the extraction, collection, and transmission of 
petroleum. 

The production of high octane aviation gasoline shall be developed. 
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and the quality of gasoline for motors, kerosene for tractors, oil for 
Diesel engines, and lubricating oils improved. The quantity of oil prod- 
ucts obtained from petroleum must be increased by reducing losses and 
introducing catalytic and other up-to-date methods of producing ga>o- 
line and industrial oil. 

In the five-year period four oil refining plants and sixteen oil refin- 
ing installations shall be built. Three oil refineries shall be rehabilitated 
to supply oil products to the agricultural and industrial regions of the 
South. New oil pipelines shall be built. The production of gas-black and 
lamp-black shall be expanded into a large-scale industry by considerably 
•enlarging the platits. 

The production of oil machinery, equipment, and measuring instru- 
ments shall be rehabilitated and greatly extended so as to meet the needs 
■of the oil industry in full. 

(10) Electric power development. The rebuilding and building of 
power stations must be conducted at stich speed that the increase in 
power-producing capacity shall keep ahead of the restoration and de- 
velopment of other branches of industry. The power grid systems shall 
he provided with permanent reserve capacities to ensure an efficient sup- 
ply of electric power and prevent power stations from having to work at 
lower frequencies. The output of electric power for 1950 is fixed at a 
figure 70 per cent above that of 1940. 

The power stations in the formerly occupied regions shall be com- 
pletely restored and the total capacity of the power stations of the USSR 
increased by 11,700,000 kilowatts in the course of the five years, bring- 
ing the total installed capacity up to 22,400,000 kilowatts by 1950. 

The building of hydroelectric power stations shall be developed so 
as to effect the greatest possible increase in the proportion of electric 
power produced by hydroelectric stations in the total power produced. 
In the five-year period power stations with a total capacity of 2,300,000 
kilowatts shall be put into operation. 

Six hydroelectric stations, including the Lenin Power Station on the 
Dnieper, are to be rehabilitated, the building of 30 hydroelectric sta- 
tions completed, the first sections of eight hydroelectric stations built 
and put into operation, and work on five big new hydroelectric stations 
begun. The surveying and drafting in preparation for the building of 
new power stations on the Dnieper and the Syr-Darj'a is to continue. 

The work of rebuilding and building local hydroelectric stations 
shall be widely developed, use being made primarily of existing dams. 
Power capacities totalling one million kilowatts shall be put into opera- 
tion in small hydroelectric stations. 

The power stations and transmission systems of Moscow, the Donets 
Basin, the Dnieper Basin, Kiev, Kharkov, Lvov, Odessa, Nikolayev, 
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SevnstOf)ol. Novorossiisk, Krasnodar, Grozny, Stalingrad, V'oronezh, 
Bryansk, TCalinin, Minsk, \’ilnius. Riga, Tallinn, and Petrozavodsk shall 
he rehabilitated. 

I hirty-seven district power stations, now under construction, includ- 
ing 21 heat and power stations, shall be completed and put into opera- 
tion. The lag of power-producing capacity behind the requirements of 
electric power iti Moscow. Gorky, Ivanovo, and Yaroslavl is to be elimi- 
nated. 

The fitting of individual automatic electric drives to machines is to 
be widely practiced, gradually to be superseded by machines in which 
the electric drive is incorjjoratcd as an integral part of the design. The 
use of electrical processes in the production of light and non-ferrous 
metals, steel alloys and chemicals and in metal treatment is to be ex- 
tended. 

In addition to electrical developments in industry more extensive 
use is to be made of electricity on the railways and in agriculture. Small 
hydroelectric, wind-driven, and motor-driven power stations using loco- 
mobiles and gas-generator engines are to be built in large numbers in 
the rural areas. W'ork on the extension of municipal heating in Moscow, 

Leningrad. Kiev, Kharkov. Sverdlovsk, and Rostov-on-Don is to be con- 
tinued. 

Kxtensive provision shall be made for the adoption of the latest 
cqui[)ment and processes in the i>owcr stations— high-pressure and high- 
tempcratuic steam, perfected turbines for heat generating systems and 
the latest types of boilers, generators and high-tension apparatus. The 
automatization of the processes of power production and distribution 
shall be highly developed ; priority shall be given to the complete auto- 
matization of hydroelectric stations. 

Research work on the long-distance transmission of high-tension 
direct current shall be carried out and brought into practical use. 

(11) Machine-building. By 1950 this industry shall have doubled 
Its output as comi)ared with pre-war. Priority shall be given to the re- 
habilitation and development of the manufacture of equipment for the 
iron and steel, power, coal and oil industries, the manufacture of elec- 
trical machines, railway rolling stock, motor vehicles, tractors, agricul- 
tural machinery, equipment for the building industry, equipment for 
geological survey work, special and complex machine-tools, foundry 
equipment, and e<iuipment and instruments for the chemical industry. 

By the end of the five-year period the output of locomotives shall be 
increased to 4,000, freight cars to 200,000 (in terms of two-axle cars), 
^on and steel mill equipment to 131,000 tons, steam turbines to 3,770,- 
000 kilowatts, boilers to 540,000 square meters of heating surface, trac- 
tors to 133,000, metal-working machine tools to 94,800, motor vehicles 
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to 750,000. and motors to 800,000. including 10.000 exceeding 100 kilo- 
watts. 

'I'he production of new and improved types of higli-productive ma- 
chines is to be introduced ; mulii-spin<lle machine-tools, automatic ma- 
chine-tools, powerful stamping and die presses, forging machines, pow- 
erful electric excavators, devices for the automatic regulation and control 
of production processes and modern refrigerating installations. The pro- 
duction of the latest types of electric machines, transformers, condens- 
ers, high-frequency apparatus, automatic telephone exchanges, telegraph 
apparatus, radio transmitters, radio valves, photoelectric cells, rectifier 
tubes, distribution panels, mercury vapor rectifiers, welding machines, 
protection and automatic relays and high tension apparatus shall be in- 
troduced developed. 

In rehabilitating production and introducing new types of machines 
the standardization of parts and assemblies shall be en.sured. 

Extensive use shall be made of modern production methods in ma- 
chine-building, especially the mass production line ; automatic produc- 
tion lines and multi-purpose machine tools, casting under pressure and 
in coquilles, automatic welding, designs incorporating stamped and 
welded parts, high-frequency tempering, electric heating, high-speed 
stamping and milling shall be widely introduced. 

The big heavy engineering centers of the Donets Basin and the Urals 
are to be rehabilitated and developed. In 1946-50 a total of 405.000 tons 
of equipment for iron and steel mills shall be produced which will ensure 
the output of blooming mills, rail rolling mills, highly productive mech- 
anized installations for drawing small section steel shapes and wire, and 
mills for the continuous rolling of thin sheets. Two heavy machine-build- 
ing plants in the Donets Basin shall be rebuilt and the erection of a new 
heavy machine-building plant in the South Urals shall be completed. 
The building of a plant to produce crushing and pulverizing equipment 
shall be commenced in Western Siberia. 

In 1946-50 steam turbines totalling 9,030,000 kilowatts capacity 
shall be produced and the output of turbines and boilers working at 
high pressure and high steam temperature as well as water turbines of 
medium and low power shall be considerably increased. 

Four plants manufacturing power station equipment shall be reha- 
bilitated. A new plant to produce medium and low-power steam turbines 
shall be built. The erection of two plants for the manufacture of water 
turbines shall be completed. A boiler plant shall be restored and three 
new boiler plants started. 

The manufacture of locomotives and freight cars shall be developed 
on a large scale. By 1950 the output of long-distance steam locomotives 
shall be increased to 2,200, of long-distance Diesel locomotives to 300, 
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(if lonjf-tlistance electric Icjcaniotives to 220, and of freight cars to 150,- 

000 (in terms of two-axie cars) ; the output of dump cars is to be greatly 
increased. I he production of long-distance locomotives is to be resumed 
at three locomotive building plants. 

'1 ho output of long-distance steam and Diesel locomotives, and steam 
anti electric locomotives for the use of factories is to be newly organized 
in four inachine-buikling plants. New locomotive works shall be built 
and put into operation. Four freight car works are to be rehabilitated. 

1 he building of three new freight-car works shall be completed, and the 
building of freight cars in the North Urals resumed. 

'I he production of metal-working machine-tools shall be increased to 
74,000 machines by 1950. The production of multi-purpose, special- 
purpose. automatic and semi-automatic machine-tools shall be devel- 
ojjcd. 1 he output of multi-purpose an<l special-purpose machine tools 
shall be increased to 12..^00 by 1950. The output of forge and press 
equipment shall be raised to two and a half times that of pre-war, heavy 
jiresses, hammers and forging machines taking the greater share. The 
output of standard tools and abrasives shall be increased. Eighteen 
machine-tools plants shall be rehabilitated. Two new plants for the pro- 
duction of heavy machine tools and three for the production of multi- 
purpose ami special-purpose machine tools shall be built and ptit into- 
operation. 

By 1950 the production of electrical equipment shall be increased to 
two and a half times pre-war. The machine-building plants shall be sup- 
plied with all types of electrical equipment ; and to the coal, oil, and iron 
and steel industries with heavy electric motors, safety motors and stand- 
ard alternating current motors and electrical equipment: the planned 
sche<lule of railway electrification shall be ensured by the supply of 
high-tension equipment. The production of devices for automatic-regu- 
lation and control shall be considerably developed. Fifteen electrical 
machinery plants shall be rehabilitated or completed. A plant for the 
output of generators for turbines, a plant for the production of traction 
and crane etjuipment, two cable plants, a plant for the manufacture of 
cathode ray tubes and a plant producing electrical equipment for Diesel 
locomotives shall l>e built and put into operation. 

In 1950 the output of motor vehicles shall be increased to 500.000. 
and a transition made to the mass production of new types of motor ve- 
hicles trucks of greater carrying power and more comfortable and 
economical types of passenger cars. The production of gas-generator 
and gas-reservoir automobiles shall be resumed. The mass production of 
Diesel trucks and tip-trucks shall be organized. The building of three 
automobile plants and a plant for the production of low-power cars shall 
be completed ; three new automobile plants sliall be built and three exist- 
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ing automobile plants extended. The building of tour automobile assem- 
bly plants shall be completed. 

There shall be an increase in the manufacture of tractors and agri- 
cultural machinery, without which the rapid rehabilitation and devel- 
opment of agriculture would be impossible. The tractor plants shall be 
rehabilitated and new plants .shall be built .so that the output of tractors, 
primarily for agriculture, shall be raised to 112.000 in 1950. The mass 
production of Diesel-engined and ga.s-generator tractors sliall be organ- 
ized. Two tractor plants shall be rehabilitated, the building of three new 
tractor plants completed and a tractor plant in the Byelorussian SSR 
erected. The production of tractors shall be resumed in two plants which 
will be released from other commitments for the jnirpose. 

Ihe mass production of agricultural machinery — tractor ploughs, 
seed drills, cultivators, disc and colter tillers, combines and other har- 
vesters. grain cleaners, machines for gathering industrial crops and 
grass seed, mowing machines, fodfler preparation and processing ma- 
chines, sheep shearing and milking machines, separators, refrigerators 
and other dairy equipment, water-supply equipment for stock farms, 
collective farm flour mills and apparatus for combating farm pests — 
shall be rehabilitated and developed. Nine plants for the” production of 
agricultural macliines shall be restored. The building of five plants for 
the production of agricultural machines and one for the production of 
liarvestcr combines shall be completed and put into operation. 

Shipyards and allied enterprises shall be completely rehabilitated, 
priority being given to the Leningrad and Nikolayev shipyards. New 
shipyards are to be built. Shipyards building river and seagoing vessels 
shall be restored and expanded. 

The production of compressors and high-pressure chemical appara- 
tus shall be expanded. The production of powerful compressors and 
oxygen-producing installations shall be organized for the purpo.se of 
extending the use of oxygen in industr)’ and accelerating technological 
processes. The building and extension of factories in the eastern regions 
of the USSR producing chemical apparatus— centrifugal pumps, com- 
pressors and turbo-compressors — shall be completed. 

The production of textile machines shall be increased to four times 
the pre-war level. The production of new technically improved inachin- 
— high-speed roving frames and warping machines — shall be inaugu- 
rated. The production of long yarn ring-spinning frames and automatic 
looms, and of machines for the footwear and clothing industries, shall 
be developed, as shall also the production of machines for the food- 
processing industry, especially for the meat, milk, sugar and canning 
branches, and of equipment for flour mills and elevators. The production 
of modern machines, such as ammonia compressors, quick freezers, dry- 
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ill" and extraction installations, vacmnn apparatus, and canning installa- 
tions shall he inaiigurate<!. 

The production of excavators, the latest building and road-iuaknig 
niacliiiKT)-. hoisting and transport equiptuent. loading and unloading 
innehincry. and various types of eciuiptncnt for mechanizing laborious 
operations shall be undertaken. 

The production of measuring instruments for automatic regulation 
and control of indu^t^ial processes shall be greatly developed and the 
output of optical and electrical measuring instruments shall be increased 
by 1950 to seven times that of 1940. The production of electron micro- 
scopes for use in research institutions shall be organized. The produc- 
tion of instruments for geo-physical methods of surveying (magnetic, 
electric, and seismic) shall be undertaken, and they shall be extensively 
introduced into geological survey work for the purpose of accelerating 
and improving prospecting and surveying deposits of useful minerals. 
The production of geo-physical instruments for weather forecasting in 
the service of aviation, navigation, and agriculture shall be developed. 

The mass production of new types of microscopes, apparatus for 
sjiectral analysis, cinema projectors and cinecameras, cameras, and bin- 
oculars shalfbc undertaken and developed in accordance with the latest 
advances in the sphere of optics. The mass production of improved and 
cheap motorcycles, bicycles, shotguns, radio receivers, clocks, watches, 
and gramophones shall be resumed and developed. The production of 
modern television receivers shall be organized. The large-scale produc- 
tion of refrigerators shall be organized. 

(12) Cltcuiical itidiistry. In 1950 this industry shall produce 50 per 
cent more than pre-war. The chemical industries of the formerly occu- 
pied regions shall be rehabilitated, priority being given to the produc- 
tion of nitrates, phosphates, soda products and dyes. The production of 
mineral fertilizers shall be restored and by 1950 shall exceed the pre- 
war level — double for phosphates, 1.8 times for nitrates, and 1.3 for 
potash. 

New branches of organic synthesis shall be established to process 
coal and use the by-products of the oil refineries. 

The output of an extensive assortment of chemical products for 
the plastics, aniline dye, varnish and paint, pharmaceutical, and other 
branches of industry shall be ensured. The production of new types of 
plastics and synthetic pitches is to be organized. The production of syn- 
thetic dyes is to be extended and their variety improved as compared 
with pre-war by increasing the production of the best fast dyes. 

Factories for the production of calcined soda with a capacity of 
813,000 tons, caustic soda with a capacity of 278,000 tons, and super- 
phosphates with a capacity of 2,720,000 tons are to be put into opera- 
tion. Three soda plants shall be restored, the building of a soda plant in 
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the Urals shall be completed and work on the building of a new soda 
plant begun. Two aniline dye works, two varnish and paint works ami 
three plastics works shall be built and put into operation. 

New superphosphate plants shall be built and put into operation to 
work the pliosphorite deposits at Kara Tau in order to reduce long hauls 
of mineral fertilizers. Three nitrate plants shall be restored to their pre- 
war capacity and new plants built. 

The chemical industry shall be e.xpanded by the introduction of 
modern technique, uninterrupted methods of operation and automatic 
regulation of production, and chemical proces.ses in the nitrate, sul- 
phuiic acid, soda and aniline dye industries further intensified. 

('13) Rubber industry. By 1950 the production of synthetic rubber 
shall be doubled, of automobile tires trebled, and of rubber footwear 
increased 1.3 times compared with pre-war; in the synthetic rubber in- 
dustry the use of raw material other than food crops shall be extensively 
developed and by 1950 the .share of rubber prodttced from non-food raw 
materials shall be 38 per cent of the total. By 1950 the output of regen- 
erated rubber shall be increased to 56.CXX) tons. The production of natu- 
ral rubber in the USSR shall be organized on a large scale. 

The rubber industry shall be developed by means of the introduction 
of new raw materials and new techniques, automatic regulation of the 
production of automobile tires, acceleration of processes in the produc- 
tion of synthetic rubber, and the fullest possible mechanization of labo- 
rious processes in the production of rubber, motor tires and other rubber 
articles. 

f 14) Building materials. In conformity with the aim of fully restor- 
ing the economy of the fornterly occupied regions and of further devel- 
oping the eastern regions of the USSR, the building materials industry 
there shall be rapidly rehabilitated and expanded. 

In the five-year period the pre-war production of the major building 
materials — cement, glass, slate, roofing and war materials — sltall be 
greatly exceeded, this to be achieved by rebuilding the damaged enter- 
prises and constructing new ones. By 1950 the production of cement 
shall be 1.8 times, glass 1.8 times, tiles four times, and slate double the 
pre-war figure. 

The pre-fabrication of dwelling-houses and of standard component 
parts made of wood, gypsum, asbo-cement, and other materials shall be 
started as a new industry. Cement plants with a total annual capacity of 
9,400,(X)0 tons, glass works with a capacity of 40,000,(XX) square me- 
ters, slate quarries with a capacity of 332,000,000 sheets, plants for 
the manufacture of prc-fabricated houses with an output of 4.600.000 
square meters of living space, roofing material with an output of 3,250,- 
000 rolls of rubberoid and pergamin and 2,700,000 rolls of tarred felt, 
and plants for the manufacture of boilers with an output of 377,(X)0 
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square meters and of radiators with an output of 6.200,000 square me- 
ters are to be provided. The production of heat insulating materials— 
mineral wool, wood-fiber sheets and facing materials of asbo-cement— 
shall be developed. 

To ensure the fulfillment of the program of production of btiilding 
materials, laborious processes shall be mechanized, especially in the 
cement industry where electric excavators, large capacity dump cars 
and grab cranes shall be introduced. Up-to-date etpiipment and processes 
shall be extensively introduced, especially the simviltaneous dying and 
pulverizing of coal, highly productive rotating furnaces for the burning 
of clinker, improved tnelhods of window-glass manufacture, and pro- 
duction-line methods in transporting and cutting glass. 

(15) Timber industry. By 1950 the felling of trade timber shall in- 
crease bv 59 per cent over jire-war and the out])ut of sawed timber by 14 
per cent. 

Sawmills with a capacity of 6.000.000 cubic meters, plants with an 
output of 300.000 cubic meters of plywood and with an output of 7.5W,- 
000,000 boxes of matches shall be put into operation. The wood-working 
indiistry. especially the production of furniture, shall be restored. 

The timber-felling area shall be increased, chiefly where the timber 
can be brought down for floating in the following river basins: the 
Northern Dvina and its tributaries. Pechora. Kama. Vyatka. Kilmez, 
Unzlia. Vctluga, and Belaya; the felling of timber shall be increased in 
Western Siberia and the Far East. In the five-year period 17.500 kilo- 
metcTs* of timber transport roads for mechanical traction — 6,500 kilo- 
mcter.s of narrow-gauge railway, 2,500 kilometers of tractor roads and 
8,500 kilometers of motor roads— shall be built in the lumber regions, 
mainly in the northern and northwest regions and the Urals (Kama Ba- 
sin). By the end of the five-year period 70 per cent of the trucks and 
tractors used for hauling timber shall have been converted to the use of 
wood fuel. The proportion of permanent workers in the lumber camps 
shall be increased, so that, by raising labor productivity, these perma- 
nent workers shall perform 75 per cent of the total work involved. 

The felling and hauling of timber in areas where hand labor pre- 
dominates shall be converted into a highly-developed mechanized in- 
dustry with a permanent staff of skilled workers. For this purpose the 
mass use of electric saws for felling and of trailer tractors for skidding 
timber shall be introduced. Seventy-five per cent of the total work in 
felling timber and carting it to the roads and 55 per cent of the transport 
of timber shall be mechanized. The laborious processes in floating tim- 
l)cr — loading and unloading — shall be mechanized. The following shall 


■One kilometer = .621370 miles. 
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be mainifactured and delivered to the timber industry: 40.000 electric 
saws, 7,500 tractors for trailing logs to the roads, 4,500 tractors for 
skidding timber, 470 narrow-gauge locomotives witli flat-cars. 14,0<X) 
trucks with trailers, and the requisite number of bulldozers. The normal 
working of these machines shall be ensured by enlarging the number of 
repair workshops. 

The hydrolysis industry shall be developed: in 1950 the production 
of alcohol by hydrolysis shall be eight times greater than pre-war. New 
plants with a capacity of 7,000,000 decaliters sliall be built for the sul- 
phite-alcohol and hydrolysis industries, so as to ensure the com])lex 
processing of waste products from sawmills and pi.lp and j)apcr mills 
for the manufacture of alcohol, albuminous yeast, core sand binders, 
and other chemical products. 

A big wood-cliemical industry shall be established, attention being 
paid primarily to increasing the production of acetic acid, acetate sol- 
vents, rosin and turpentine. 

(16) Paper industry. The rehabilitation of the industry shall be 
completed by 1948 and its further development undertaken, so that by 
1950 the output of paper exceeds the pre-war level by 65 per cent, pro- 
vision being made for a far greater proportionate increase in the output 
of high-grade bleached paper. The demand for special sorts of paper 
for industrial uses must be fully satisfied, and the production of wrap- 
ping paper, i)archmcnt paper, and of paper articles for the general mar- 
ket greatly increased. The production of viscose cellulose must be greatly 
expanded so as to fully satisfy the needs of the artificial fiber industry. 

New and perfected machinery shall be introduced, stich as pulping 
machinery of high productivity and involving a minimum expenditure 
of electric power; llie equipment of paper machines with suction rolls, 
and of high-speed paper machines with multiple power drive ; up-to-date 
machinery for bark-stripping; high capacity furnaces for the regenera- 
tion of lye ; automatic machinery for the various processes of pulp and 
paper making. 

(17) Textile and light industries. The pre-war output of all branches 
of these industries must be recovered and surpassed. 

The artificial silk and textile fiber industry shall be rehabilitated and 
develoi)cd so as to increase the output of artificial silk by 1950 to 4.6 
times, and of textile fiber to 9.6 times the pre-war level. 

The assortment and finish of fabrics, garments, knitted goods, and 
footwear must be definitely improved ; the production of improved dress 
fabrics and suitings shall be increased, as well as that of mercerized, 
napped, jacquard, and extra-fast printed fabrics. 

The capacity of spinning-mills shall be increased in the five-year 
period by 2,860.000 spindles, of the artificial silk industry by 102,000 
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tons, of the boot and shoe ituluslry by 100.000,000 pairs, and of the 
stocking industry by 345.000,000 pairs of socks and stockings. The 
textile, stocking and knited goods, leather, and boot and shoe factories, 
as well as the plants for the preliminary processing of cotton, flax, 
hemp, and wool in the former enemy-occupied regions shall be rehabili- 
talec], 

'1 he expansion of the cotton textile industry in Siberia an I Central 
Asia begun before the war shall be continued. In the five-year period 
there shall be built atul started cotton mills in Novosibirsk, Astr.akhan, 
the Georgian SSR. the Altai Territory and Northern Kazakhstan, and 
the second section of a cotton mill in Eastern Siberia. The construction 
of cotton mills in Tashkent. Stalinabad. Ferghana. Ufa, and Chelya- 
binsk shall be completed and the building of a cotton mill in the Kuzl)as 
started. 

Six artificial silk mills shall be completely rehabilitated, three new 
mills built, and the construction of four artificial fiber plants completed. 

A rubber sole plant in W estern Siberia and stocking mills in Sverd- 
lovsk an<l Tambov shall be built and started, and the boot and shoe fac- 
tories in Leningrad and Rostov, the leather factory in Ostasbkov, the 
rubber sole plants in Kiev and Kalinin, the bottle-making plant in 
Konstantinovka, the stocking mill in Vitebsk, and the spinning mill in 
Poltava shall be restored. 

New an<l perfected machinery shall be introduced, such as single- 
I>rocess scutching machines, high-speed roving machines, spinning 
frames with extra-size bobbins, automatic winding frames, high-speed 
warjiing and sizing machines, piecing machines, broad automatic looms, 
photogravttre, and bleaching machines in the textile industry, and 
stocking frames, hot vulcatiization presses and automatic and semi- 
automatic machinery in the light industries. The production of synthetic 
tanning extracts and high-grade artificial leather must be developed to 
the utmost. Machine repair facilities must be increased and the noniial 
repair of machinery in the textile and light industries resumed in 1946. 

(18) Pood industry. Measures shall be taken for the rapid restora- 
tion and development of this industry; the production of the pre-war 
range of stocks shall be resumed and quality improved. 

By 1950 the pre-war volume of output of meat products, butter, 
vcgctal)le oil, sugar, pastry, and confectionery and other food articles is 
to be exceeded. 

The pre-war fish catch and output of the fish industry shall be 
reached by 1947, and in 1950 the fish catch shall be 1.5 times, the output 
of fresh refrigerated fish 1.8 times, and of boned fish three times the 
pre-war volume. Fishing shall be widely extended in the Northern and 
Far Eastern waters, especially off South Sakhalin, the Kurile Islands, 
and Kamchatka. The fish industry in South Sakhalin shall be improved 
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l)y the adoption of modern fishing methods and the reconstruction of the 
existing fish-processing plants. 

Tlie pre-war outi)ut of canned meat, milk. fish. vegital)lc«, ajid 
fruits is to be greatly exceeded, and the output of frozen fruits, berries, 
and vegetables, of powdered milk and dried vegetables and fruits in- 
creased. The mass production of dietetic and children's foods, i)repared 
lunclies, prepared meat and fish products, food concentrates, and vita- 
mins shall be organized, as well as the large-scale piculuction of Soviet 
champagne and matured high-grade wines and beer. The better types 
Of pre-war packing of food products to insure their preservation and 
quality shall be re-introduced and their use developed. 

The rehabilitation of 92 sugar refineries, 144 distilleries. 24 can- 
neries, and 68 mechanical bakeries shall be fully completed, and 10 
sugar refineries. 7 distilleries, 9 canneries, and 39 mechanical bakeries 
l)uilt. Forty-one meat packing plants, 29 cold storages. 22 urban milk 
processing factories, and 8 milk-canning factories shall be rehabilitated 
or completed, and 36 new meat packing plants. 38 cold storages, 48 
milk processing factories, 13 milk canning factories, ami 1.200 mecha- 
nical butter and cheese factories built. Continuous-action butter-inaking 
machinery and automatic butter-wrapping machinery shall be widely 
introduced. 

The capacity of the salt-making plants shall he increased to 1 .400.000 
tons per annum, the building of a new large salt mine completed in the 
Ukraine, and the capacity of the salt-making plants in the Urals, 
Kazakhstan, the Altai Territory, and the Irkutsk Region doubled. 

Tlic fishing fleet shall be built up to pre-war dimensions and then 
further exi)anded. One hundred and fifty trawlers shall be put into op- 
eration in the five years and 13 fish canneries and 30 cold storages built. 

Flour mills and cereal-preparing plants shall be rehabilitated and 
new ones built. In the five-year period, granaries and elevators with an 
aggregate capacity of 6,400,000 tons are to be rehabilitated or newly 
built, the capacity of the flour mills to be increased by the end of 1950 
to handle an additional 20,000 tons of grain per day, and the output of 
high-milled flour and cereal products of diverse types increased. 

Measures shall be taken for the wide introduction in the food in- 
dustry of continuous processes of production, the method of the con- 
tinuous extraction of vegetable oil, the replacement of food fats in the 
manufacture of soap by adequate substitutes (synthetic fatty acids, rosin 
and naphtha), automatic control of production processes, fast-freezing 
apparatus and cold storage facilities. Lal)orious processes of production 
and loading and unloading operations are to be mechanized. Narrow- 
gauge railways shall be extensively built for the transportation of raw 
jnaterials to collection points and sugar refineries. 

(19) Local induslry. Measures shall be taken to rehabilitate and 
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widely develop local state and co-operative industries in all the republics, 
territories, and regions. 

I hc chief function of tlie local industries and industrial co-operatives 
shall be to produce consumer goods and local building materials and to 
manufacture harness, carts, sleighs, and simple types of horse-drawn 
and baiul-operated machines for tiic collective attd stale farms. Measures 
shall be taken to ensure that the local industries and industrial co- 
operatives in all republics, territories and regions produce household 
utensils ami articles of high (juality and at cheap prices. 

Ily 1950 local industries and industrial co-operatives shall increase 
the output of furniture 30 per cent, knitted goods 25-30 per cent, bricks 
1 10 per cent, peat 64 per cent, and coal 77 per cent, as compared with 
pre-war. 

The tiuality and assortment of articles produced by local industries 
and industrial co-operatives must be definitely improved. The network 
of shoe-making and garment-making shops, as well as shops for the re- 
pair of furniture and household utensils shall be restored and enlarged. 

(20) Industrial construction and installation. The program of 
construction and installation for 1946-50 is fixed at 153 billion rubles, 
including 55 billion rubles for the Ministry of Construction of Fuel 
Industry Fnterprises, the Ministry of Construction of Heavy Industry 
l-jitcrprises, and the Ministry of Construction of Army and Navy 
Enterprises. 

In order to insure the carrying out of the program of construction 
and putting into operation of industrial plants, the building industry 
must be expanded to the utmost and building organizations of the Union 
Ministries and the Union Republics strengthened. 

Up-to-date building methods must be widely introduced, prefabri- 
cated building ])arts being utilized to the maximum and mechanization 
of building operations extended. By 1950 the proportion of mechani- 
zation of the building work planned for that year shall be as follows ; 
earth excavation 60 per cent, rubble crushing 90 per cent, concrete- 
making 95 per cent, mortar-making 90 per cent, concrete laying 60 per 
cent, and paint work 50 per cent. 

Sufficient plants shall be erected for the production of building and 
roa<l-making machinery, the output of excavators shall be increased 
and the manufacture started and developed of up-to-date digging, road- 
making, hoisting, transport and loading and unloading machines and 
electric and pneumatic builders’ tools, as well as of modern machinery 
for the production of building materials, building parts, structural steel, 
and woodwork. 

Subsidiary facilities for the building organizations (quarries, re- 
pair shops, factories for the making of builders’ requisites) shall be ex- 
panded. The mass production of prefabricated houses and building 
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parts shall be organized, and an industry started for the making of 
architectural materials and ornamentation. 

Measures must be taken to insure that all construction work is 
carried out in accordance with properly approved technical plans and 
estimates. 

(21) In conformity with the planned increase in production and the 

progrant of capital development : 

(a) Productivity of labor in industry shall be raised 36 per cent 

by 1950 as compared with pre-war; 

(b) Productivity of labor on construction work shall be raised 

40 per cent by 1950 as compared with pre-war; 

(c) Costs of production in industry shall be reduced 17 per cent 
by 1950 as compared with 1945, the quality of outjmt at the same lime 
to be improved ; 

(d) Construction costs shall be reduced by the cn<l of the five.- 
year period 12 per cent as compared with 1945. 

Agriculture 

(22) The farming and animal husbandry of the former German 
occupied regions shall be rehabilitated and developed and the pre-war 
level of agricultural production for the USSR as a whole e.xcecded. 

In order to speed the maximum rehabilitation and further develop- 
ment of agriculture, measures shall be taken to strengthen the common 
husbandry of the collective farms and to improve the machine and tractor 
stations and state farms organizationally and economically. 

(23) Total farm produce in the USSR as a whole shall be increased 
by the end of the five-year period 27 per cent above the 1940 figure. 

Grain. With a view to improving the supply of food to the people 
and creating adequate reserve supplies of grain in the country, the pro- 
duction of cereals, especially of wheat and rice, and legumes, shall be 
increased. At the end of the five-year period the annual grain harvest 
shall be 127.000.000 tons, with an average yield of 12 centners per 


hectare (more than 3,000 pounds per acre). 

Industrial crops. The total harvest of sugar beet shall be 26,000.000 
tons, with an average yield of 190 metric centners per hectare [more 
than 103 thousand pounds per acre) ; raw cotton, 3,100,000 tons, with 
an average yield of 18.4 centners per hectare (more than 5,000 pounds 
per acre) ; flax fiber, 800,000 tons, with an average yield of four cent- 
ners per hectare (more than a thousand pounds per acre) and an im- 
provement in the average length ; staple sunflower seed, 3,7(X).000 tons, 
with an average yield of 10 centners per hectare (more than 27 hundre 
pounds per acre). The areas sown to hemp, high oil-content crops, 
tobacco and makhorka (a variety of tobacco) shall be rehabilitated an 
a considerable increase in yields effected. The raw material supp y or 
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the manufacture of natural rubber shall be increased by enlarging the 
crop area and yield, by properly locating the cultivation of mbber- 
bcaring plants and improving farming methods. 

hiishandry. In the five-year period the number of horses 
shall be increased 46 per cent, of horned cattle 39 per cent, of sheep and 
goats 75 per cent, and of hogs three times as compared with 1945. 
Measures shall be adopted to develop those branches of stock-breeding 
which reproduce rapidly, especially poultry’ farming, which shall be 
expanded by building large numbers of incubator breeding farms. 

Measures shall be taken to improve and develop meat and dairy 
farming and market gardening in the vicinity of Moscow. Leningrad, 
Baku, Kharkov. Kiev, the industrial centers of the Urals, the Donets 
Basin, the Kuznetsk Basin, Gork>', the towns of Siberia and the Far 
East, and other big towns to insure that a full supply of vegetables and 
a considerable part of the supply of meat and milk are produced locally; 
there .shall bo a general development of hot-houses and nurseries to 
supply the populations of towns and indtistrial centers with early vege- 
tables and greens in the winter and spring period. The cultivation of 
indivi<lual and group allotments run by factory and otHce workers shall 
be «!evclopcd and measures taken to improve yield, as well as to de- 
velop the breeding of cattle, poultry and bees by individuals. 

1'he cultivation of potatoes in the vicinity of alcohol and starch and 
molasses i)lants and of other vegetables in the vicinity of the canneries 
shall be expanded. 

Orchar<ls, vineyards, and lea and citrus fruit plantations shall be 
rehabilitated. New orchards, berry gardens, and vineyards shall be laid 
out on collective and state farms and on the small holdings of collective 
farmers. The chain of fruit nurseries shall be restored and expanded, 
their work improved and fruit trees grown in all nurseries providing 
saplings for land and forest improvement. 

(24) To provide for the plan of increased production, the expen- 
diture on capital development in agriculture (centralized and non-cen- 
Iralized investments) is fixed at 19,900,000,000 rubles for the five-year 
period : this includes 8,8(X).000.000 rubles for the rehabilitation and 
development of machine and tractor stations, two billion rubles for irri- 
gation and improvements, and two billion rubles to promote an increase 
in the herds of state farms. In addition to this the capital investments 
made by the collective farms themselves shall amount to 38 billion rubles 
for 1946-50. 

(25) The most important task of agriculture in 1946-50 is the 
general improvement of crop yields and an increase in the gross harvest 
of agricultural produce to be effected by considerably improving farm 
methods and applying the latest achievements in agricultural science: 
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for this purpose the restoration and introduction on all collective and 
state farms of proper crop rotation, including grasses and legumes, tlie 
wide use of fodder varieties, especially clover and alfalfa, as well as 
perennial grains, also the timely ploughing and good tilling of fallow 
lands shall he ensured. There shall he a further improvement in selection 
and seed production; the production of perennial grass seed shall he 
developed on all collective and state farms sutficiently to satisfy the needs 
of the farms for planting in accordance with the established crop rota- 
tion. For the purpose of rapidly improving lields overgrown with weeds 
a proper system of cultivation shall he employed (use of ploughs with 
colters and the removal of stubble^ and winter fallow carefully tilled. 

High cjuality selected seed and improved selected local varieties of 
grains, legumes, oil-bearing, and other crops shall be provided; the 
policy of planting only those varieties that have been especially selected 
for given districts shall be universally adopted; new and more highly- 
productive varieties shall be propagated and introduced. 

In addition to the use of local organic fertilizers (dung, peat) col- 
lective and state farms shall make more e.xtensive use of mineral fer- 
tilizers. Industrial crops (cotton, flax, hemp, sugar beet, rubber-bearing 
plants, tobacco, tea, and citrus fruits) shall be insured a sufticient sujiply 
of mineral fertilizer, which shall also be supplied in larger quantities 
for other crops, c.specially potatoes and vegetables. The mass produc- 
tion of machines for applying fertilizer (fertilizer drills and dung 
spreaders) shall be organized. In 1950 the farms shall be svipplied with 
5,100,000 tons of nitrate, phosphates, and potash and 400,000 tons of 
powdered phosphorite. 

The tree plantations laid out for the protection of collective and slate 
farm fields in the steppe and wooded steppe regions shall be restored and 
new belts of rapidly growing trees (including fruit trees) and bushes 
(including berry bushes) planted; trees, including fruit trees, shall also 
be planted along ravines. 

(26) For the purpose of restoring and further developing irrigation 
and drainage systems there shall be an increase in the five-year period 
of 656,000 hectares ^ of irrigated land and of 615,000 hectares of drained 
land. The drainage systems in the Byelorussian SSR and in the Barabin 
steppes shall be restored and a drainage system built in the floodlands 
of the River Yakhroma. 

The construction of the Kirov Irrigation System in the Hungry 
Steppe, of the Katta-Kurgan, Orto-Tokai and Tejan Reservoirs and the 
Nevinnomyssk irrigation canal shall be completed. The irrigation of the 
Kura-Araks lowlands, the Volga-Akhtubo floodlands and of lands for 


*Onc hectare = 2.471 acres. 
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tlie planting of rice in the Krasnodar region shall he extended. Simple 
irrigation systems shall he widely built in the vicinity of the larger 
towns for the development of irrigated market gardening. 

The complete utilization of all irrigated lands by planting crops and 
plantations that rcciuirc Hooding shall be insured; they shall not be al- 
lowed to become salified or swampy; the formerly irrigated lands in 
Ferghana, the Hungry Steppe. South Khorezm, the \’akhsh Valley, the 
Mugan Steppe and other regions shall be brought under the plough. The 
operation of all irrigation systems shall be improved, the timely repair 
and cleaning of water collection and distribution systems and the eco- 
nomic expenditure of water shall be effected, attention being paid to the 
quantities and times for irrigating different crops; there shall be an in- 
creased amount of mechanization in building and cleaning irrigation 
channels. Drained lands shall be fully used for the cultivation of farm 
crops and the correct operation of tlie drainage systems shall be or- 
ganized. The building of ponds and reservoirs on collective and state 
farms shall be renewed and extended for the planting of vegetables and 
other farm crops on irrigated lands; fish and water fowl shall be bred 
in the ponds. 

(27) The mechanization of field work on the farms shall be restored 
and extended, for which purpose the tractors and agricultural machinery 
nccessarv for the application of scientific tilling, cultivation, and har- 
vesting shall be provided. In 1946-50 no less than 325,000 tractors 
and agricultural machines to a total value of 4,500.000.000 rubles (at 
1926-27 prices) shall be supplied to the farms. 

In the five-year period 950 machine and tractor stations shall be built 
and every machine and tractor station shall be provided with subsidiary 
buildings and workshops for running repairs: the machine and tractor 
stations shall he provided with repair shops, the number of motor and 
machitic repair plants shall be increased to 210, and the number of 
machine and tractor workshops equipped for heavy overhauls to 510. 
The machine and tractor stations shall be provided with staffs of per- 
manent workers. 

New and perfected machines shall be designed and supplied to the 
fanns : improved tractors, tilling, sowing and harvesting machinery, 
straight-flow and self-propelled combines, combines with attachments 
for the separate gathering of straw and ears, beet-lifting combines, beet- 
loaders, cotton-picking machines, machines for the cultivation and lift- 
ing of vegetables, machines for the gathering of vegetable seeds, and 
tractor-drawn machines and implements. Designing work at agricultural 
machinery plants and research institutes shall be extensively organized 
as well as the government-supervised testing of tractors and agricultural 
machines. 

The training of sufficient agronomists, engineers, livestock experts. 
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veterinary surgeons, land surveyors, and other specialists for llic farms 
shall be ensured, as well as the training of skilled workers in tlie com- 
moner trades for the machine and tractor stations, collective and state 
farms. 

There shall be a further development in the use of electricity in the 
collective farms, machine and tractor stations, and state farms. Small 
hydroelectric stations shall be widely built in the rural areas, and where 
there are no water-power resources statiojis driven by locoittobilcs or 
gas-generator engines working on local fuel shall be built. 

(28) /luimal husbandry. The commonly owned fat and dairy stock 
shall be rehabilitated and the number of draft cattle increased on the 
collective farms of the formerly occupied districts ; the common animal 
farming of the collective farms shall be developed in all regions, and 
on this basis the total number of fat and dairy cattle in the USSR as a 
whole increased in the course of the five-year period above the pre-war 
number. 

State farms breeding thoroughbred animals, state thoroughbred 
propagation and distrilmting centers and thoroughbred departments of 
collective farms shall be rehabilitated and new ones built ; breeds of 
stock shall be improved and shall be further perfected by the selection 
of the most productive animals and also by grading up with highly- 
productive sires so that by the end of the five-year period the collective 
and state farms will have considerably larger herds of thoroughbred, 
highly-productive stock. The correct distribution of cattle breeds by 
regions shall be ensured. 

Cattle and dairy farming shall be fully restored and further deve- 
loped ; by the end of the five-year period the average milk yield per cow 
shall be raised 67 per cent as compared with 1945, and the fattening 
of cattle before slaughter extensively practiced. 

In order to bring the herds of horses up to pre-war level, consider- 
ably larger numbers of colts shall be reared ; the number of stud farms 
and collective farm stud departments shall be increased ; the state stud 
farms shall be improved ; the natural pasturing of herds shall be widely 
developed in the steppes. 

Pig-breeding on the collective and state farms and by individual 
collective fanners’ private small holdings .shall be rapidly rehabilitated ; 
the proportion of pork in the output of meat shall be greatly increased. 

The breeding of fine and semi-fine fleeced sheep shall be rehabilitated 
and further developed, especially in the North Caucasus, the Ukrainian 
SSR, the Kazakh SSR, the Kirghiz SSR, Western Siberia and the 
Volga area, as shall also the breeding of sheep for caracul, long-haired 
pelts, and meat and fat in the regions in which they are common; by the 
end of the five-year period the annual wool clip per sheep shall be raised 
30 per cent as compared with 1945. 
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Poultn,- (loparlincnts sliall be organized on all grain-growing col- 
lective farms: tbc breeding of poultry and rabbits by collective farmers, 
individiial peasants and factory and office workers shall be developed 
to tlie inaxinuim. 

State help sliall be given to collective farmers in acquiring cattle in 
accordance with the (piotas permitted by tbc collective farm statutes. 

(29) In order to elTect a radical improvement in the feed supplied 
to cattle and tri insure a good supply of hay. root crops, silage, and other 
succulent feeds, and to provide good i)asturage. proper fodder crop 
rotations shall be introduced, first and foremost in the collective and 
stjite farms with a well-developed animal husbandry and on collective 
fartns in the vicinity of slate thoroughbred farms; harvests of fnie 
t|ualily hay shall be increasetl by timely mowing of natural and sown 
grass and by improving the mea<lows; cattle grazing shall be improved 
by correctly organizing the use of nattiral pastures; where saeter pas- 
turing is practiced the erection of livitig quarters and subsidiary build- 
ings and the sinking of wells shall be organized, and fodder grown on 
winter i)astures to create a reserve; the area sown to fodder and silage 
crops shall be extended anti their yield increased; the use of silage feed 
shall be extended and installations for this purpose, especially silo 
lowers, shall be built ; pig fattening shall be renewed and developed 
around the cities ami industrial centers and pig-swill collecting points 
shall be organized at all starch atul molasses plants, sugar refineries and 
wine-presses, to fully utilize the waste products of these enterprises. 

Hee-kccping shall be c.xlensively developed on collective and state 
farms, as well as among peasants and factory and office workers ; 
measures shall be taken to increase the productivity of bee-keeping. 
The inatuifacture of hives, bee-keepers’ equipment, and artificial combs 
.shall be extended. 

(30) In order to strengthen and develop the common husbandry of 
the collective farms measures shall be taken to increase their wealth, 
that is, their incomes, indivisible funds, buildings, cattle, equipment, and 
livestock, and also their reserve stocks, and seed and forage reserves. 

Proper protection must be arranged for the common lands and 
property of the collective farms, and no breach tolerated of the collective 
farm statutes or of collective farm democracy, e.g., the election of the 
inan.'igcment boards of the collective farms and their accountability to 
the general meeting of farm members. 

Labor productivity on the collective farms shall be increased by 
correctly organizing labor and strengthening and increasing the role of 

u t in distributing the collective farm income; the system 
of working brigades and teams on the collective farms shall be improved 
by the practice of individual and group piece-rates ; the making of ad- 
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(litiotial payments to collective farmers for obtaining hi^^lu-r harvest 
yields, rearing young cattle and increasing their prtxluctiviiy shall he 
widely practiced. 

Greater discipline shall be exercised by the collective farms in dis- 
charging their obligations to the state in respect to deliveries of farm 


produce. 

(31) As regards the state farms, measures mu>t be taken in the 
forthcoming five years to place them on an exemplary footing by con- 
siderably increasing the yield of crops and the productivity of livestock 
and the efficient use of tractors, combines and other machines, and by 


reducing the cost-price of farm products: the pre-war size of the herds 
of livestock shall be restored and by 19^0 shall be exceeded: horned 
cattle by 16 i)er cent, sheep and goats by 32 per cent. an<l i)igs by 28 per 
cent; the mechanization of field work on the farms and the chief i)ro- 
cesses involved in stock farming shall be completed ; staffs of permanent 
workers shall be built up for the state farms : they shall be provided with 
small holdings, and state aid shall be granted to assist them in building 


their own houses. 

(32) For the purpose of rehabilitating and improving agricultuie, 
extending the cultivated areas, raising the harvest yield and ensuring 
an increase in the number and productivity of livestock on the peasant 
farms of the Lithuanian, Latvian, E.stonian. aiul Moklavian Union Re- 
publics, and the western <listricts of the Ukrainian an<l Ryelontssian 
SSR, the pea.sant farms shall be helped in their work by strengthening 
the agricultural cooperatives, extending the chain of machine and tractor 
stations and machine and horse hiring centers, by granting credits, by 
increasing the supply and sale of farm machines and mineral fertilizers, 
and by organizing farms to rear thoroughbred cattle. 

(33) In order to restore and develop forestry and the afforestation 
of denuded areas in the regions that were occupied by the Germans, 
afforestation and the surveying and registering of forests shall he carried 
out over an area of 123,000,000 hectares; the provision of stocks of 
seed and the organization of nurseries growing saplings shall be greatly 
developed ; measures shall be adopted to protect and improve the forests 
in the steppe regions where they are of great importance to the farms 
and for water conservation. 

(34) The work of agricultural research institutes shall be improved 
and their main task shall be to recommend measures for promoting 
progress in farming, stock-raising, and other branches of agriculture in 
the various agricultural zones of the USSR. 

Soviet agricultural science shall be further developed and research 
work improved in the field of the mechanization, electrification, eco- 
nomics, and organization of -agriculture. 
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T r(nis/}or( 

To satisfy the jjrowhig needs of tlie national economy in the trans- 
portation of goods, the following tasks are laid down. 

(35) RailTiuiy transf>ort. Average daily freight-car loadings in 
1950 arc set at 1 15.000, and total freight carried in the year at 532 billion 
ton-b iloinetcrs ( 330.508,840,000 ton-miles) . 

riie railways .shall be fully restored in the formerly German- 
occupied regions. The pre-war trafiic capacity of the following lines 
shall be exceeded: Donbas-Center, Donbas-Krivoy Rog, Donbas-Volga, 
the lines lea<ling from the Caucasus, Moscow-Leningrad, Moscow-Kiev- 
l.vo\’, .Moscow-.'smolensk-Minsk-Koenigsbcrg. and Moscow-\'elikiye 
Lul>;i-Kiga. 

'I'hc industries of the Urals and Siberia shall be ensured full and 
uninternii)led transport facilities. 

'I he major railway lines shall be technically re-C(iuipped an<l their 
regular functioning in winter ensured, primarily by the use of electric 
and Diesel locomotives. 

Rolling stock shall be increased by the addition of 6,165 long- 
distance steatn locomotives. 555 long-distance electric locomotives, 865 
long-distance Diesel locomotives. 472,500 freight cars (in terms of two- 
axle cars) and 6,000 passenger coaches. Automatic brakes shall be 
litted to 93 per cent of all freight cars and autotnatic couplings to 75 
I)cr cent. Damaged rolling stock shall be fully repaired and repairs to 
locomotives and cars improved. 

The turnover (loading-to-loading time) of railway freight cars shall 
be leduced from an average of 10.9 days in 1945 to an average of 7 
days in 1950. and the average length of railway hauls from 790 kilo- 
meters in 1945 to 690 kilometers in 1950; the standing time of cars on 
factory spur lines shall be reduced to the utmost. 

Capital investment in railway development is fixed in the sum of 
40,100,000.000 rubles for the five-year period. 

The rehabilitation of the following railways shall be completed by 
1948; the lines in the Donets coal field and the Krivoy Rog iron field 
and the lines connecting Moscow with the Donbas and Leningrad with 
the Caucasus — a total length of 15,000 kilometers. On the formerly oc- 
cupied railways 1 ,800 large and medium bridges shall be fully rebuilt, 
including those over the Rivers Dnieper, Don, Dniester, Neva, Niemen, 
Western Dvina, Volkhov, and Southern Bug. One thousand five 
hundred railway stations, round-houses with accommodation for 1 .300 
locomotives, and 128 car repair shops and centers shall be restored or 
newly built. 

New lines are to be built in the five-year period to a total of 7,230 
kilometers, including the Stalinsk-Magnitogorsk trunk line. Secondary 
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tracks to a total length of 12,500 kilometers shall be built or restored. 
Lines totaling 5,325 kilometers shall be electrified, and automatic block- 
signaling systems installed on 10,400 kilometers of track. 

There shall be a further development in the technical equipment of 
railway stations and junctions: 21 mechanized shunting humps shall 
be built or restored. 

On exi.sting railways 50,000 kilometers of new rails shall be laid, 
including 3,000 kilometers for reconstruction of tracks, and 29,000 
kilometers for capital repairs. 

The locomotive and freight-car repair shops destroyed during the 
occupation shall be rebuilt, and 11 new shops for the repair of steam 
locomotives, 1 for the repair of electric locomotives, and 1 for the repair 
of Diesel locomotives, 1 1 car repair shops and 3 plants for the manu- 
facture of spares, shall be built. 

In 1946-50 houses with a living space of 5,500,000 square meters 
shall be made available for occupation by railway workers. 

In 1946-50 the railways shall be supplied with 4,500,000 tons of 
rails. 2,000,000 tons of rail fastenings, 185,000,000 ties; and the pro- 
duction and laying of heavy rails shall be begun. 

Mechanized loading and unloading on the railways shall be increased 
to 75 per cent of the total. 

Spur lines in the former German-occupied regions shall be restored, 
existing spur lines shall be reconstructed and new ones built, especially 
for the enterprises in the Urals and .Siberia, and the work of the trans- 
port departments of industrial enterprises shall be improved. 

(36) Inland water transport. In 1950 the freight carried on the 
inland waterways shall be increased to 38 per cent above that of pre-war. 

Inland water transport systems in the formerly occupied regions 
shall be fully restored, and by 1948 all vessels, ports and wharves shall 
have been rebuilt on the Rivers Dnieper, Pripet, Don, Kuban, Nieinen, 
Western Dvina, and Svir, and on Lakes Ladoga and Onega, and the 
freight carried in these regions brought up to the pre-svar level. 

Better use shall be made of the Volga and its tributaries and of the 
Siberian and northern rivers; the turn-around of self-propelled and 
towed vessels shall be accelerated, the delivery of goods shall be speeded 
up and the use of towed vessels shall be on an average 25 per cent 


greater than in 1940. 

Existing river ports and wharves shall be improved, the loading and 
unloading of river vessels shall be completely mechanized, and by 1950 
all loading and unloading work shall be mechanized 75 per cent; river 
ports and wharves shall be equipped with mechanical hoisting and haul- 
ing machinery (cranes, electric cars, hoists and transporters). 

The Stalin White Sea-Baltic Canal shall be rebuilt and ^ 

begin on the reconstruction of the Mariinsk waterways: by 1950 the 
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total length of navigable inland waterways shall be increased to 115,000 
kilometers. 

In the five-year period the self-propelled vessels of the river fleet 
shall be increased by 500.000 horsepower and the capacity of towed 
ve>scls by a further 5.000.000 tons. 

I'ive shipyards shall be btiilt and the production of ships' engines, 
subsidiary machinery, and equipment organized to supply them; ad- 
vances in shipbuilding technique shall be applied in the building of 
river craft. 

Yards for the builditig and repair of wooden vessels shall be ade- 
quately equipped with machinery; a su|*ply of high-quality timber shall 
be insured for the building and repair of river craft. 

In the cnnstituetit republics small rivers shall be adapted for the 
carriage of freight, and the building of self-propelled and towed vessels 
shall be organized. 

(57) Merchant niariiic. By 1950 seagoing freight carriage shall 
be increasctl to 2.2 times that of pre-war. 

The mercantile fleet shall be increased bv 600,000 tons, including 
4(>0.000 tons of self-propelled craft and 90.000 tons of towed craft. 

The seaports on the .Azov. Black, and Baltic Seas shall be com- 
pletely rehabilitateil and the construction of ports in the Far East 
completed. The rehabilitation of the harbors shall incorporate the latest 
advances in construction technique. 

The freight-handling capacity of the ports shall be increased by 
improving the port layout, mechanizing loading and unloading, and 
internal warehouse operations, increasing the number of gantries and 
travelling cranes and using better types of port transport machiner)* 
(tractors, lift-trucks and motor timber carriers). 

The number of deep-water piers shall be increased 1.7 times as 
compared with 1940; the major seaports shall be deepened to accom- 
modate big ocean-going vessels. 

The ship repair yards on the Baltic and Black Seas shall be com- 
pletely restored. Three new ship repair yards shall be built. In 1950 
the repair yards shall have a capacity equal to 2.5 times that of pre- 
war, and the number of dr>' docks and slips for repairs increased to 1.8 
times that of 1940. 

Domestic building of deep-sea merchantment shall be increased in 
1946-50 by building two shipyards, one on the Black Sea to build sea- 
going freighters and one on the Baltic to build trawlers and seagoing 
tugs. 

The conversion of the Northern Sea Route into a normally working 
sea lane shall be completed by 1950. 

(38) Soviet shipbuilding shall be greatly developed. In 1950 the 
tonnage of ships built shall be double the 1940 figure. The building of a 
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strong and powerful navy for tlie USSR shall be insured. Xew vessels 
and bases shall be built for the Soviet Navv. 

f39) Motor transport and motor roads. In the five-year period the 
country’s stocks of motor vehicles shall be increased to <loul)lc those of 
pre-war. Diesel engines, high-cfmipression gasoline engines, gas-reser- 
voir and gas-generator autonioijiles using local types of fuel, and dump 
trucks shall be widely used. 

The use and servicing of motor transport sliall be improved; empty 
runs and idle standing shall be greatly reduced ; passenger and goods 
taxi services shall be develo()cd ; the use of trailers and containers for 
the transport of goods shall be extended; an adequate number of repair 
shops shall be provided for motor transport vehicles : the manufacture 
of garage equipment and tools shall be developed. 

The inter-district transport of heavy loa<ls by road shall be or- 
ganized ; rail transport for short hauls shall be replaced by road trans- 
I)ort. 

The network of imprf>vcd motor roads under Union and Republic 
jurisdiction shall be increased by H.SOO kilometers in the five-year 
period. 

The existing network of arterial roads shall be restored and com- 
pletely overhaulc<l. 

(40) Air transport. The civil air fleet shall be built up with 
modern i)assenger and goods transport plane.s ; the air line network shall 
be enlarged to 175.000 kilometers. Air lines shall be rehabilitated and 
developed, primarily the major routes connecting Moscow with the 
capitals of the constituent republics atid regional centers and the air 
lines in the North. Siberia, and the Far East. Local air lines shall be 
restored and developed to connect the centers of the constituent and 
autonomous republics with outlying districts. 

The All-Union air lines shall be technically eqtiipped to work all the 
year round and the major lines equipped for night operation. Sixteen 
airports shall be rcstorerl and adapted for moderit lieavy and high-speed 
transport planes. Twenty buildings for passenger accommodation shall 
be restored or built at existing and projected airports. 

The use of specially adapted aircraft to combat farm and forest pests, 
for use by the public health service, and for geodetic surveying shall 
be developed on a large scale. 

(41 ) Communications. Communications, especially radio and trunk 
cables, shall be fully restored and developed in the formerly German- 
occupied regions by the introduction of up-to-date equipment. In 
furtherance of the general project for the development of the communi- 
cations of the USSR, reliable telephone and telegraph communication 
shall be installed between Moscow and all republican, territorial and re- 
gional centers, and between the capitals of the republics and their 

34 
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rt'giotiAl cciit<.T> ; telephones shall he installed in all district centers, 
villajit* soviets, tnaehine and tractor stations, and state farms. 

Seven thousand cij^lit hundred kilometers of trunk telephone and 
telegraph cables shall he restored or newly laid. Fifty thousand kilome- 
ters of overhead non-ferrous metal wires shall he laid ; trunk cominuni- 
caticiii lines shall he efiuipped with modern hijih-trcquency apparatus 

Fifty-five radio telejiraph and telephone transmitters shall be erected, 
includini' 20 in the central regions for improved communications with 
the Far East. Kazakhstan, Central Asia, and the Transcaucasus. 

'I'hc capaeitv of telephone exchanges shall he increased and special 
attention paid to the introduction of automatic telephone exchanges. 

JCadio broadcasting shall he further developed, 28 new broadcasting 
stations being erecic<l and the radio difTnsion network increased by 75 
per cent compared with pre-war. 

'I he television center in Moscow shall he restored and technically re- 
equipped and new television centers built in I.eningrad, Kiev, atid 
Sverdlovsk. 

The po.stal services shall he generally improved; 5,000 ttew post 
ofiices shall he built in rural areas, and motor and air transport shall be 
widely used for the delivery of letters and newspapers. 

rite Foul ill Fi\ c-Veav Plan; Plan for ilic Material and 
Cultural .\<lvantcincni of the People 

( 1 ) Asa result of the measures to expand production, extend trade 
and increase tlte expendittire on housing and the cnlturtil and social 
services, the pre-war stamlard of living of the jieople should not only be 
restored in the five-year period but the national income increased 30 
|)er cent above the pre-war level. 

The tiational income in 1950 (in 1926-27 prices) is projected at 177 
billion rubles, with a corresponding increase in the totals of accumula- 
tion and consumption. 

(2) Labor and ihc training of indnsirial f>crsonnel. The number 
of workers by baud and brain engaged in the national industries of the 
USSR in 1950 is projcctcil at 33,500,000 persons, and the total payroll 
at 252,300,000,000 rubles. Prices for all goods shall be consistently 
reduced and housing and the cultural and social services improved. 
W'ith the growth of productivity of labor, the average annual earnings 
per worker by hand and brain engaged in the national industries of the 
USSR shall increase by 1950 to 6,000 rubles, which is considerably 
above the 1940 level. 

With a view to attracting labor to the key industries and creating 
staffs of permanent employees, higher remuneration shall be provided 
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for workers, engineers and icchtiicians in the various braiulies of hcavy 
industry (coal, iron and steel, oil). 

The progressive piece-rate system of llie payinetit of workers, as 
well as the system of bonuses for engineers and technicians for fulhllincnt 
and over-fulfiilltnent of output programs, shall be perfected, the pro])or- 
tion of bonuses to wages and salaries being systematically increased. 

Suitable technically calculated norms of output shall !)e more wiclcl\ 
introduced in industry, due account being taken of up-to-date tech- 
nicological methods and the increased mechanization of labor. The 
calculation of norms shall be intrusted to qualified engineers and tech- 
nicians. Measures shall be taken for the further improvement of the 
conditions of labor in industry (safety devices, ventilation, illumination, 
sanitation). 

With a view- to supplying adequate number.s of skilled workers for 
the major branches of the national economy and improving the technical 
training of industrial personnel, the annual graduation of young skilled 
w’orkers by the factory, trade, and railway schools shall be increased to 
1,200,000 pupils, and the state labor rcserv'c traitiing system shall in the 
five-year perio<l provide 4,500.000 young skilled workers. 

The practice of training skilled workers on the job in the common 
trades shall be widely e.\tended by means of individual and group train- 
ing and course of instruction, so that 7,700,000 new workers are given 
technical training, and the skilled qualifications of 13,900,000 workers 
enhanced in the live years. 

The earnings in money and kind per work-day unit on the collective 
farms shall be increased as compared with 1940 by insuring a higher 
productivity of labor on the collective farms and higher yields of agri- 
cultural and livestock produce. 

With a view' to attracting labor into industry, building, and trans- 
IKirt, the .system of organized recruiting by means of contracts conchuled 
between business organizations and collective farms or collective farm- 
ers shall be resumed. 

It shall be considered a primary task to insure adc(juate numbers of 
skilled permanent workers for the industrial establishments by further 
mechanizing production processes and systematically improving the or- 
ganization of labor and housing conditions and supplies for the 
workers. 

(3) Culture and health. The state expenditure on the cultural and 
social services in town and country — i.e., expenditure on social in- 
surance, government allocations for education, health, and the training 
of slate labor reserves, allowances to mothers of large families and un- 
married mothers, allowances to servicemen’s families and to those in- 
valided in the Patriotic War, as well as for cultural and social facilities 
for workers and other employees, not including the state expenditure on 
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housing and iminicipal ser\’ices — shall be raised to 106 billion rubles in 
1950. or to 2.6 times the expenditure in 1940. 

The coniributions by state enterprises and institutions for the social 
insuiance of their employees shall amount in the period 1946-50 to a 
total of 61.000.000.000 rubles. 

By 1950 the number of primary, seven-year, and secondary schools 
shall be rai'^ed to 193.000. and of their pupils to a total of 31,800,000, 
universal compulsory education being extended to all children from the 
age of seven both in town and countr>’. 

A broad system of schools shall be instituted for the education of 
that section of the worker and peasant youth who during the Patriotic 
War and the occupation of a number of Soviet regions were unable to 
obtain normal schooling. 

By 1950 the number of students in higher educational institutions 
shall be raised to 674,000. and of students of specialized secondary 
schools to 1.280,000; the number of young specialists graduated from 
the higher etlucational institutions shall amount in the five-year period 
to 602.000. and of graduates from the technical colleges and other 
specialized secondary schools to 1,326,000. 

Wider measures .shall be taken to train specialists of higher and 
medium qualification for the fuel and power industry, the iron and 
steel industry, agriculture and the railways, as well as primary and sec- 
ondary school teachers, the training of highly qualified experts in the new 
fields of technolog)' shall be arranged for and the quality of training of 
personnel of high and medium qualification improved. 

The number of cinema installations shall be increased to 46,700 in 
1950. as against 28,000 in 1940; each district center and urban settle- 
ment shall have its cinema theater and the number of cinema theaters in 
the rural districts shall be consideriibly increased ; the number of large 
regular theaters shall be increased to 898, and of clubs- and public 
libraries in town and country to 284,900. 

The number of children accommodated in kindergartens in 1950 
shall be increased to 2,260,000, or double the number in 1940. Full pro- 
vision shall be made for the upbringing in children's homes at the 
charge of the state of children who lost their parents in the period of 
the Patriotic War. 

In the formerly occupied regions, schools and other educational in- 
stitutions, scientific institutes, museums, theaters, cinemas, clubs, 
libraries, and reading-rooms destroyed by the enemy shall be restored. 

By 1950 accommodation in hospitals shall be increased to 985,000 
beds as compared with 710,000 in 1940, accommodation in permanent 
creches to 1,251,000 places as compared with 859,000 in 1940, and the 
number of medical consultation centers for women and children, chil- 
dren's hospitals, and milk kitchens increased. 
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The network of rest homes and sanatoria tor workers, peasants, and 
professional workers shall be fully restored and accommodation in 
sanatoria raised to 250,000 places and in rest homes to 200, 00() places. 

Medical treatment shall be providc<l for invalids of the Patriotic 
War. this to include treattnent in hospitals. rc>t homes, and sanatoria; 
the manufacture of artificial limbs of hiKh f|uality for war invalids shall 
be organized. 

The production of medicaments and surgical instruments and ap- 
pliances shall be increased by 1950 to a total value of 1,200,000,000 
rubles, representing an 85 j)er cent increase over 1940. dhe mass pro- 
duction of liiglt-grade modern surgical instruments ami of the latest 
tested medicaments shall be organized. 

(4) Housing and municipal devclopmcnl. The rehabilitation of the 
wrecked housing in the towns, industrial sctllemenls and villages of the 
formerly occupied regions shall be completed, ;md new housing con- 
struction undertaken on a scale which will insure a considerable im- 
provement in housing conditions in towns, industrial settlements, ami 
villages. 

The proportion of capital investments in housing constructioti to 
total capital investment in the national economy of the USSR shall be in- 
creased to 14.5 per cent, as against 10.5 jier cent in the period of the 
'I'hiid Five-Yetir Plan. Total investments in capital house construction 
in 1946-50 is fixed at a total of 42,300.000,000 rubles, as against 15,- 
500,000,000 rubles in the period of the Third b'ive-Year Plan (not 
counting individual building). 'I'he <iuaHty of hottsing cotistruction 
must be greatly improved. 

The plan of rehabilitation and new construction of state-owned 
houses for the five-year period is endorsed at 72.400,000 sqttarc meters 
of living space, including 65,000,000 stpiare meters to be l)uilt by the 
ministries and departments and 7,400,(XX) s<|uarc meters by the local 
soviets. In addition, provision shall be made in the five years for the 
rebuilding and further construction of individual owners themselves 
and with the aid of government loans, to a tc>til of 12,000.0(X) square 
meters of living space. 

With a view to improving living conditions, creating permanent 
cadres of workers in industry, and averting a high labor turnover, busi- 
ness organizations shall undertake the building of one-family and two- 
family houses provided with garden and vegetable plots for sale on the 
installment plan to workers, clerks, technicians, and engineers. 

It shall l>c made incumbent upon the ministries and business or- 
ganizations to take measures to equip the houses and the housing areas 
under their control in the rehabilitated towns with the principal facili- 
ties, such as water supply, sewerage systems, paving, trees and greenery, 
lighting, public baths, and laundries. 
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Water supply, drainage, urban transport, municipal power stations, 
and ])nblic baths shall be rehabilitated in the former German-occupied 
towns. With a view to improving the public services, the existing 
municipal enterprises shall be expanded and ttew municipal works un- 
<lertaken. and in the tivc-year period water supply systems shall be in- 
stalled in 16 towjis, drainage systems in 13 towjts, street car services in 
S towns, and trolley-bus services in 20 towns. 

I'or municipal needs, 1,750 street cars and 3,000 trolley-buses of 
up-to-date design shall be built in the five years : the number of motor- 
buses operating in towns .shall be increased in this period by 22,000, 
attd taxicabs by 15,000, the paved area of streets and squares in towns 
and factory settlements shall be extended, the area covered by improved 
types of paving being increased. 

'Hie volume of the reconstruction and building of dwelling houses in 
rural areas by collective farms and peasants at their own expense and 
with government loans is rixe<l for the five-year period at 3,400,000 
houses, iticluding 2.240.00(.) in the former occupied areas. 

Peasants and the rural intelligentsia shall be assisted in rebuilding 
or building materials and ready-made parts. 

The repair of housing by local soviets and enterprises is deemed a 
matter of tnajor importance, and the volume of capital repairs to houses 
belonging to urban soviets is fixed at the sum of five billion rubles. 

(5) Trade attd consumption. The volume of state and co-operative 
retail trade in 1950 is fixed at 275 billion rubles (allowing for a lower- 
ing of 1945 prices), which exceeds the volume of trade in 1940, 
reckoned at comparable prices, by 28 per cent. 

In the course of 1946 aiul 1947 the transition from the rationing 
system to unrestricted Soviet trade shall be completed. The rationing of 
bread, flour, cereals, and macaroni shall be abolished in the autumn 
of 1946. 

The production and sale to the ixjpulation of high-grade food prod- 
ucts, fabrics, clothing, and footwear shall be extended. The marketable 
stocks of goods handled by state and co-operative trade, including meat 
and fish products, sugar and confectionery, cotton, woolen and silk 
fabrics, and leather footwear, shall be greater in 1950 than in 1940. The 
manufacture and sale of fancy goods and household articles and utensils 
shall likewise be increased. 

The production and sale of consumer goods shall be increased in 
1950 to the following dimensions; aluminum, enameled, porcelain, and 
chinaware utensils, 260,000,000; samovars, 200,000; tumblers, 160,- 
000,000; furniture (reckoned in fi.xed prices), 1,200,000,000 rubles; 
sewing machines, 450,000; clocks and watches, 7,400,000; gramo- 
phones, 1,000,000; radio sets, 925,000; motorcycles, 135,000; bicycles, 
1,050,000; shotguns, 350,000; cameras, 530,000. 
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Beginning with 1946 the retail sale of lumber, iron, nails, bricks, 
window glass, paints and varnishes, and other building an<l repair mate- 
rials, shall be organized. 

The network of state and co-operative shops in town and country, 
as well as of wliolesale store.s and warehouses shall be restored and ex- 
tended. The network of specialized stores in the towns and of district 
department stores and stores for the sale of farmers' retjuisites shall be 
restored and expanded. The network of tearooms and lunchrootns in 
towns. <listrict centers, and other large inhabited points shall likewise 
be re.stored and enlarged. 

The further expansion of collective farm tra<lc shall be promoted, 
the collective farm markets shall be restored and their number increased, 
and an extensive stde organized of manufactured goods in demand by 
the farming population. . . .* 

T he Story of the Great Stalin Five-Year Plan 

On March 18, 1946, the Supreme Soviet of the USSR adopted the 
law on the Five-Year Plan for the Restoration and Development of the 
National Economy of the USSR for 1946-50. 

This law will effect the further strengthening of the Soviet state 
and indicates the* entry of the Soviet |)eople into a new epoch of pros- 
jK'rity. 

The Supreme Soviet of the USSR formed the Council of Ministers 
of the USSR headed by J. \'. Stalin. The Soviet government, relying 
upon the common support of the people and headed by the greatest 
statesman of our epoch. J. \'. Stalin, will lead the tremendous work to 
increase our mighty socialist power. 

The law on the Five-Year Plan for the Restoration and Develop- 
ment of the National Economy of the USSR in 1946-50 is a great 
program of socialist construction, formulated by Stalin, the inspircr 
and organizer of the historical victories of the USSR. 

The Five-Year Plan, which was worked out by the State Planning 
Commission of the USSR and presented to the Supreme Soviet, was 
carefully disevissed in the Soviet of the Union and in the Soviet of 
Nationalities. Thirty-eight Deputies of the Supreme Soviet of the 
USSR, who represented All-Union Republics, took part in the discussion 
of the Five-Year Plan, and all of them stated that the new Five-Year 
Plan completely corresponds to the fundamental interests of the people 
and that it covers the important tasks of our Soviet state. 

The law on the Five-Year Plan is a historical document in which 
are specified both the main political tasks of the new plan and the con- 

*Thc cliapter on plans for the various Republics of the USSR has iK'cn omiued. 
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Crete tasks in tlie fields of growing industry, capital construction, and 
tlic rise of the material welfare and culture of the people. 

All branches of industry, agriculture, and transi)ort arc affected 
by the b'ive-Vcar Plan. 

The law has also formulated plans for the restoration and develop- 
ment of the national economy of each of the sixteen Soviet republics. 

'riic law says : 

‘ The Supreme Soviet of the USSR states that the main task of the 
I'ive Year Plan for the I'Jcstoration and Development of the National 
hconomy of the USSR for 1946-50 is to rehabilitate the affected districts 

restore industry an<l agriculture to the prewar level and 
then considerably to suri)ass this level." 

'Phis is the main economic and political task of the new Stalin Five- 
^ ear Plan for 1946-50. The law sets not only general tasks, but also 
concrete ones in the various branches of the national economy and cul- 
ture. 

"1 he tasks are: 

In the first ])lace. to restore aiul develop heavy industry and railway 
transport, \\'ithont wliich we could not move forward. 

I o create an abundance of the main consumer goods in the country. 

'I'o further technical progress in all branches of the national econ- 
<imy. • 

To further raise the defense power of the USSR and to supply our 
armed forces with the most modern military technique. 

To construct more than 250 billion rubles’ worth of restored and 
new enteqirises, and in connection with this, to develop a powerful 
buiUling industry in all fields. 

'I'o restore and build new towns and villages and to increase the 
number of houses in the country. 

To surpass the pre-war level of natiotial income and national con- 
sunqUion. 

'I'o strengthen steadily cadres of workers in industry and transport. 

To raise the productivity of labor. 

To improve national education, train cultural cadres, improve public 
health and cultural conditions. 

1 o increase the national wealth, state material reserves, and stocks. 

To maintain strict economy, strengthen self-support and lower pro- 
duction costs. 

Our country knew the great range and high tempo of the previous 
five-year plans. The new Stalin Five-Year Plan surpasses them all. It 
is necessary, for instance, to restore, build, and begin production in 45 
blast furnaces, more than any previous five-year plan has provided. 
The Soviet Union will again light one blast furnace after another. 
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Soviet machine building during the next five years must be doubled. 
No other country has ever had such a task. 

The automobile industry must produce 500 thousand automobiles 
a year. Within five years we will begin the wide use of automobiles in 
our country. 

Within the next five years wc must restore and build 5,900 enter- 
prises. These will be five years of great building ! 

Compared with the First Five-Year Plan, the gross output of agri- 
culture should increase 225 per cent in 1950. This will mean consider- 
ably more bread, meat, sugar, butter, cotton, and wool. Rationing of 
bread, flour, cereals, and macaroni will be abolished by autumn of the 
present year. The present method of supplying the population by food 
ration cards will be replaced by the development of Soviet trade. 

The Soviet people will confidently proceed toward an abundattce of 
consumers’ products and goods in their country ! 

In order to realize the great Stalin program, the Soviet people must 
strain all their forces, mobilize the colossal resources of their country 
and daringly advance to meet the difficult problems in order to conquer 
them. 

The Soviet people are ready for it ! 

Under the leadership of the Soviet government, with the great Stalin 
as its head, the Soviet people will transform the law on the new Five- 
Year Plan into life. 



Chapter XX 


The Argentine: Planning 
Towards Autarchy 


Introduction 


I N A five-year plan for the Argentine, the government proposes a 
program for industrialization and vast increases in state control. 
1 he main objective seems to be a greatly strengthened nation ; the goal 
is to be reached through measures taken to stimulate industry, to in- 
crease the population, to break up the vast estates through a progressive 
and generous lending policy, to absorb the rising population through 
industrialization and improved living conditions on the farm, and pub- 
lic investment programs. 

Industrialization, more than any other program, is the core of the 
five-year plan of Peron, who supports it for its contribution to the eco- 
nomic, social, and political advance of the nation. The government pro- 
poses to achieve the industrialization program by increasing tariffs on 
industrial products competing with those that might be manufactured 
at home; by reducing barriers on raw materials and highly manufac- 
tured products required to advance domestic manufacturing; by favor- 
ing imports of required raw materials through making exchange avail- 
able at low peso costs ; and favoring exports of manufactured goods by 
exchanging foreign currency obtained through their sale at favorable 
rates (i.e., many pesos for a dollar); by boosting prices of factory 
products above the world-wide price ; by discouraging the export of 
raw materials which might be used to produce competing items abroad. 

536 
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Extension of state control is another cardinal ])rinciplc of the 
planners, in part to push the industrialization program, an<l in part for 
other reasons. The state is to control the output, allocation, and ])rice' 
of power, and to control output and prices of raw materials, assuring 
stability of prices to the consumer. No longer should the government 
allow the creation of money to be determined by a jirivately controlled 
bank : tlie government in the future would control the monetary ma- 
chine, making adequate supplies of money available at low rates of 
interest. 

In this process of industrializing and taking over control of a large 
and strategic segment of the economy the government necessarily has 
to consider the price problem. At one point Peron admits that the 
country does not have to sell abroad, but can, in fact, with favorable 
conditions sell at home. Yet the government is concerned over current 
high costs, and proposes, as a means of bringing about lower costs and 
prices, better collaboration between labor and capital, and increased 
j)roductivity brought about in part by technological improvements. But 
neither Peron nor his planners make any attempt to reconcile the various 
price rising policies (e.g., a generous social security program, the high 
protection and subsidy program oriented to industrialization, the large 
public investment and capital programs over the next five years') with 
their general goal of lower prices. 


Population and Labor 
Population Problems ‘ 

Channeling immigration by encouraging as much as possible those 
elements that are healthy and have some affinity with our culture and 
the bases of our social structure. . , . (From Plan.) 

The problem of colonization cannot be approached without hrst 
examining population problems, for these present the basis for the 
stability of those sections of the population which .should settle in the 
country and exploit the land. 

It is necessary to know the facts from census and perinanent statis 
tics, the study of which will require taking measures to discover birth 
and death rates and other facts related to imigration and colomza- 
tion. 

The marriage rate. Necessary measures for promoting the birth rate 

^ Plan de Gobierno 1947 - 19 $! (Buenos Aires, 1946), pp. 269-72. Translated 
front the Spanish. 
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should he taken hv increasing the marriage rate througli social legisla- 
tion, such as that of sustaitiing the indissolubility of matrimony and 
making valid the religious marriage under civil law in those rural 
districts that are far removed from offices where civil registers arc kept. 

In the economic realm promoting of marriage should be achieved by 
giving subsidies and loans and preference to those people that are 
unitc<l by matrimony for occupying low-cost houses constructed for 
that purpose i)y the state. 

Proniolion of Ihe birth rate. Measures of a permanent character 
should also be taken for promoting the birth rate socially through na- 
tional camjiaigns against birth control and the harm it brings to society 
and the tiation ; tlirough protecting the woman duritig the state of 
pregnattcy and giving her the necessary facilities in her work or pro- 
fession. together with the most severe repression of abortion. 

In the economic realm through increasing and making general the 
subsidies for newly-born children; througli establishing the rule to give 
preference in employment to heads of families ; through fixing the ex- 
emption or rctluclion of taxes and assessments upon large families and 
extending social services to families with scant means, together with en- 
couraging the construction and ownership of homes. 

In the satiitary sphere, by teaching eugenics, by regulating the work 
of women and their sports, atul bv assisting the mother and the child 
before and after delivery ; these are some of the many measures that the 
state should apply in order to encourage the increase of our birth rate. 

Mortality. The state should take all necessary measures for diminish- 
ing the death rate until it equals that reached in the more advanced na- 
tions. through a constatu campaign for the application of pre-establishc<r 
measures an<l e<hication of the people. Such measures should begin by 
a campaign against infant mortality and a study of the causes which, in 
cities and each of the regions, produce diseases and the causes which 
determine in general the degree and the average mortality according to- 
age. 

As preventive nteasurcs it may be well to point out a solution to th.e 
jjroblem of under-consumption from infancy ; the rationalization of the 
diet in accordance with tlte choice of each individual; the dissemina- 
tion of literature on hygiene; the intensification of the campaign against 
all kinds of accidents ; medical assistance made general, guaranteeing 
hygienic housing conditions ; and the dissemination of the most ele- 
mentary facts with regard to presei^'ing health. 

As curative measures the fight must be intensified against endemic 
diseases in the cities and against the diseases characteristic of each 
region of the country ; and the government should extend to all citizens 
social and medical assistance as a social function of the state. 
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Immigration and Colonization 

Keeping in mind the basic principles on which future legislation on 
immigration should rely, a hill has been prepared which takes into con 
sidcration the pre-established principles on colonization and population, 
and in addition states that innnigration shall be as follows: those se- 
lected should be as assimilable as possible into the spiritual and social 
entity of our people ; they shouUl be morally and physically healthy ; 
and be distributed intelligently so as to be economically useful. Immi- 
grants should essentially consist of farmers, fishermen, industrial tech- 
nicians, an<l specialized workers. 

This plan co-ordinated with the construction of great public works 
of irrigation, land improvement, and transportation, will facilitate the 
colonization which the Executive Power proposes to carry out. At the 
same time an attempt will be made to develop the plan for immigration 
in accordance with the necessities of our in<lustry and great public 
works, so that it will lie j>os.sible to count on technicians and specialized 
workers whose skills can be put immediately into tise, and who will train 
our own workers. 

In view of the special nature of our livestock production and the 
large tracts of land that are necdeil for its development, the dividing up 
of land for colonization should be confined to such laml as is suitable 
for intensive cultivation and the establishing of farms, and it should be 
linked with plans for irrigating and improving the soil. 

Clo.sely allied with these problems is the intelligent distribution of 
the population and the measures to be taken in order to avoid an exodus 
from the rural regions. 

In the economic sphere, such measures as those which tend to e.stab- 
lish the people on the land by improving the living standards of workers 
on the one hand, and on the other, to procure for the farmer the com- 
forts whose lack cause him to move into urban centres where he expects 
to find an easier life — such measures could be attained by carrying to 
the agricultural regions the elementary means for a fitting subsistence 
by providing comfortable living quarters and for increasing their work- 
ing efficiency; by founding producers’ and consumers’ co-operatives; by 
providing auxiliary rural induiJtries, at the same time offering rural in- 
habitants easy means of transportation to the nearest urban centers 
where they may find markets for tlieir products and facilities to buy 
whal they need. 

These economic measures should go hand in hand with those of a 
cultural nature, such as the founding of many more rural schools ; in- 
struction in how to adapt oneself to the needs and demands of a region ; 
artisan instruction ; wider training in technical skills and technical as- 
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siiUnicc on the part of tlie state, without neglecting as a basic duty in- 
creased medical assistance. 

This plan for decentralizing urban populations and putting them on 
a new basis economically should be carried out by taking into account 
the /ones where the immigrant jMjpulation will settle, cither in conjunc- 
tion with Argentine farming families or separately. 

The Colonization of Large Estates' 

Statement of aims. An essential element of a country, the population 
constitutes one of the fundamental sources of its wealth. To care for an<l 
regulate it according to suitable principles is to promote the greatness 
and prosperity of the nation in every aspect. 

To have a policy regarding such an essential element demands taking 
into account the characteristics of the country, and when we do this we 
find that our country is in need of immigrants, and that there exist 
here adeipiate resources for such an immigration to develop widely and 
prosperously. Nowadays immigration cannot be determined by such 
criteria as in the past century, when uiuler very different circumstances, 
otiicr regulations were undoubtedly very adequate. At that time the pri- 
mary need was to populate, and while today the basic goal is still the 
same, it has to be related with other aims characteristic of the exigen- 
cies of our time, for our country !»as changed and progressed so much 
that its immigration has to adjust itself to new criteria; the old one 
simply to keep the door open is not enough, especially if w'e remember 
that international as well as national factors arc involved. 

The criterion is thus accepted that to favor immigration is both a 
national and an international necessity, but both these aspects need to 
be lirought into harmony with the primary aims within the country. 
To regulate immigration implies, if it is to be done properly and effi- 
ciently avoiding unnecessary scattering of energies, simultaneous regu- 
lation of all that appertains to colonizing and populating, since these are 
the three essential aspects that are derived from a two-fold governing 
aim : to populate and to promote the welfare of the Argentine nation. 
Consequently, by enunciating these basic principles an endeavour is 
made to establish those that are essential for carrying out such a great 
and worthy underbaking. 

The principles that are to govern immigration arc that it must be 
spontaneous, selective, and subject to proper channeling. To channel 
signifies something more flexible and less rigid than to direct or impose; 
it implies the desire to co-ordinate the national interests and the indi- 
vidual liberty of the immigrant. Within that concept of channeling there 
is implied the selection that takes place according to various considera- 


' Ibid., pp. 274-7. 
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tions. It is based on the princijile of the libcrt> of tlie immigrant, and 
therefore on tlie principle of e<iuality, hut this is coinplementod by es- 
tablishing a rule of preference with respect to those currents of immi- 
gration wliich best adapt themselves to tlie attitudes that prevail in 
Argentina — for it must not be forgotten that immigration should al- 
ways tend to unite the (Argentine) homeland, rather than to have as its 
purpose just to populate or provide workers. The fact that our country 
is a magnificent melting pot in which all nationalities may be united 
into one does not exempt us from realizing the lUKiuestionable fact that 
those are to be jireferrcd as immigrants who by their origin, their cus- 
toms, and their langmige are most related to emr national qualities and 
characteristics. This does not imply the existence of any kind of preju- 
dice but simply a desire to relate the general aptitudes that are latent 
in all with the needs and aims of those who arc disposed to receive them. 

Perhaps it is the first time that the close connection is pointed out 
between immigration, colonization, and population. On establishing the 
basic principles that are to govern these aspects of what is fundamentally 
just one problem, it has been kept in mind that the concept of the immi- 
gratit in our days can no longer be the same as formerly, and that it is 
therefore necessary to reduce it to a legal concept wherein the economic 
situation or the means or kind of transportation are somehow subsidi- 
ary, since the present conditions in the world make it possible to con- 
sider and plan for such immigrants who have some means at their dis- 
posal. The intention to remain and to work legally in the country should 
characterize the immigrant to whom help is extended, according to a 
noble and humane tradition, from the moment when he steps on our soil. 

Complement to immigration is colonization, especially keeping in 
mind that farmers are preferred as immigrants for they will populate 
our immense plains. On account of that, preference is extended to them, 
and as a logical consequence a scries of benefits that arc not granted to 
other kinds of immigrants. Large landed property is harmful both to 
immigration and to colonization and its pernicious influence is com- 
bated not only by expropriation but perhaps more efficiently by progres- 
sive taxation that may permit a colonization which can be realized by 
both immigrants and nationals. These are the two aims of the basic 
])rinciplcs herein set forth. 

Finally, those policies are also set forth that concern population, the 
problems that accompany its migrations, increase, decrease, and con- 
centration, etc., all of which should be the object of definite regulations 
which, though independent, must be in harmony with the two aims men- 
tioned above. In short, the one as w'ell as the other deal with diflferent 
but related aspects of the welfare of the Argentine nation. 

These three policies that have been conceived and set forth take ac- 
count of the highest interests of the nation, in conformity with the cri- 
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tcrion of social justice, this beiug the only criterion which can be really 
eflicicntly applied to problems that arc so human and that are the prod- 
uct of so manv inequalities as arc those of immigration and coloniza- 
tion. 1 he present basic policies on matters so vital for us as are immi- 
gration. colonization, and population have in view both aggrandizement 
and tlic aim to establish a more fitting balance between production, 
wealth, and the use to be made of them. 

l.ahor.^ 

The most interesting activity of the government which can be 
carried out at this time with regard to labor legislation is to system- 
atize. regulate, revise, and improve all the regulations that govern 
these matters, making them all agree; and (though a code of law’s 
such as that offers certain difficulties when applied to labor) these 
tegulations should embody such doctrines as will tend to stabilize 
the gains made by labor. 

When the work of systematizing and establishing rights is carried 
out some weak poitits will have to be straightened out and other truly 
important problems will have to be tackled. , • u 

Maintain production at a level necessary, e.g., to combat the high 

cost of living. 

Order be observed in labor relations, with discipline on 

both sides; the emplovce must respect the rights of the employer, 
and the employer must also respect the rights of the employee. 

A great step forward will have been taken in maintaining good 
lelations if the practice of collective bargaining for solving problems 
of conflicting interests becomes widespread, and if compulsory arbi- 
tration and conciliation arc imposed. 

Basic concepts. The president's idea is so well stated that it needs no 
further explanation. It is a fact that labor legislation— for the very rea- 
son that in the space of less than three years it has received a strong 
impulse and has considerably advanced — finds itself now in need of 
readjustments, partly in order to restate such matters as refer to the 
conditions of labor, for rules now’ in existence seem incoherent and 
superimposed. All the legislative experience and practice collected in 
this period of time should serve to form a code of doctrine wherein all 
the standard rules governing labor should be classified according to 
subject, and at the same time be independent of each other. Hereby the 
advantages of codification wdll be achieved w-ithout incurring the dis- 
advantages, for labor legislation is eminently evolutionary and must 
change if it is to keep abreast of the times. 

On the other hand, the mere task of systematizing is not going to 
suffice for the fulfilling of its social objective. On the contrary, it is 

*lb%d.. pp. 297-300. 
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necessary that at the same time their revision be undertaken in order to 
correct possible deficiencies and reinforce weak points. 

Among sucli it might be well to note the legislation regarding in- 
demnities for accidents incurred at work and professional diseases, 
which all legislators and writers on the subject consider needs modi- 
fication. For example, there must be compulsory in.surance and in<lcm- 
nity. such as pensions for permanent disability or death. This can be 
carried any time if legislation adopts a system in accordance with the 
principles laid down b\ the International Labor Office. 

Security of workers in their jobs is another aspect which should be 
considered and established. 

It is also of very great interest to establish a system— even if only 
on a voluntary basis— whereby workers may be offered access to the 
capital in industry by introducing the system of labor sharing owner- 
ship in industry. In exchange for certain advantages that would accrue 
to the industries adopting this system these should be obliged to include 
m the cotitracts drawn up by collective bargaining a definite policy 
whereby workers may participate in the higher benefits at the regular 
rate of interest on the capital invested in industrial or commercial cntcr- 
jirises. When such participation becomes a part of the contract— once 
the regular interest that corresponds to the capital and that which con- 
stitutes the reserve funds imposed by the statutes have been separated 
from the income— the remaining income shall be distributed in the form 
of labor shares among all the personnel of the industry (workmen, tech- 
nicians, and administrative staff) ; and perhaps even among the cajiital- 
ists themselves, thereby adding in an adequate manner labor shares to 
capital shares, and the holders of the labor shares shall have their cor- 
responding part in running the enterprise. 

With regard to labor discipline— the words have both economic and 
social implications. The first relate to the need of maintaining an ade- 
quate level of production, which cannot be achieved if the relations be- 
tween capital and labor are disturbed and reach the extremes of violence 
rherefore, labor discipline is said to be not a unilateral concept but to 
affect both parts in a possible conflict. Each side must respect the ri-hts 
of the other; but as it Is evident that these might come into conflict, c'Ven 
in justified and lawful conflict, it becomes necessary to arbitrate in order 
to reach an intermediate solution. This must be done in such a way that 
during the time while the matter is under discussion the parties involved, 
and especially the community as a whole, shall not suffer irreparable 
losses. Conciliation and compulsory arbitration, duly regulated and with 
the necessary guarantees, are the best means for reaching that goal. 

lielow IS included a proposed law slating the principles for the es- 
tablishment of a voluntary policy for shareholding workmen. 

35 
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Shareholding Workers 

SlalcutoU of aims. The system of wage payments has filled an evi- 
dent need in economic progress at various stages of historical develop- 
ment as a means of reward for work, and it has come to represent a 
transitional system between serfdom and other systems that are envis- 
aged for the future and which may vary according to the schools and 
doctrines. But the contribution of the workers to industrial management 
and their participation in the benefits is being increasingly emphasized 
and offers a clear road ahead. 

The Executive who today presides over the development of the Ar- 
gentine nation has stated as his principal aim a policy which is socially 
advanced and aims at supporting the workers in all their legitimate and 
justified claims. Among these there is none so important as to facilitate 
the participation by the workers in the profits of industry, and some 
steps have already been taken in this direction. But perhaps the most 
important one is represented by the establishment of shareholding work- 
1 , icn — a system widely advocated by eminent political writers and states- 
men. and which offers prospects of promising results for the workers 
wliilc inflicting only minor loss on the capitalists. 

Now as it would not be possible, or at least not convenient, to under- 
take such a radical change in the system of production in the Argentine 
while all the other nations maintain a system of salaries, it becomes a 
duty of elementary prudence to proceed in this matter not in a manda- 
tory manner, imposing the shareholding workmen by means of compul- 
sion, but by persuasion, so that all interested in production may come 
to understand that the change is a benefit to individual interests and, 
what is more important, that it will benefit the interests of the commu- 
nity as a whole. Some successful attempts have already been made m 
this direction by the initiative of the enterprises themselves; but they 
do not go far in developing the system, so that the authorities have done 
nothing to further its evolution. 

The proposed law that follows is intended to make up for that omis- 
sion. . . .* 

Housing and Public Works “ 

Housing 

The not merely grave but terrifying housing problem has to be 
solved on an efficient and just basis. Not only is the number of dwell- 
ings in the big cities notoriously insufficient, which accounts for the 

*Thc proposed law is omitted here. 

•P/aii de Gobienio, pp. 315-16, 351*4. 
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I'.igh rents, but also the living conditions are impossible. Crowding 
and the promiscuity that goes witli it are dangerous from a health 
point of view as well as from a moral one. It is clear that the solution 
of such a problem should not be entirely in the hands of the State and 
that other elements should co-operate to increase the number of 
dwellings. The simple play of supply and demand, attempting to have 
the former surpass the latter, will solve part of the problem and that 
is why 1 venture to say that we must not proceed with a unilateral 
solution but with a unified efftirt. 

Developing further in the same speech the concept of the words 
transcribed above, the President said ; 

Construction of all kinds of houses must be encouraged, which 
should not be a difficult task bccaus.e real estate property is considered 
one of the soundest investments. One of the means to eticourage build- 
ing which has always been successful is the reduction or exemption of 
taxes for several years for those who build in certain zones aiul under 
certain conditions. 

A law must he passed to make the owners of industrial, agricul- 
tural, forest and livestock property located more than a certain dis- 
tance from a city, provide houses for all their workers under condi- 
tions to be stated in advance. It is clear that this law can apply only 
to enterprises with adequate financial means. 

The co-ordination of the National Housing Administration with 
the National Loan Bank (Banco Hipotccario) and all the Pension 
Banks (Cajas de Jubilaciones) which form the National Institute of 
Social Security (Institute Nacional de Prevision), so that, as a means 
of investing their funds, they make loans for tlie con.struction of in- 
expensive housing projects, is another objective to be achieved, to- 
gether with the granting of loans for real estate purchases to certain 
groups of workers. 

I he building of their own homes must be encouraged among the 
working people, always, of course, within the limits of municipal 
legislation. This type of family work can be directed by competent 
authorities, giving to those who plan it free designs and other tech- 
nical advice which would enable them to make their homes more at- 
tractive and sanitary. 

Public Works and Transportation 

Building of roads, railroads, irrigation systems, river transporta- 
tion systems, grain elevators, hydroelectric plants, etc. . . . Facing 
with great courage such great tasks as the building of a national air- 
port. the development of the river Plate, the building of docks for 
seaplanes and yachts and of an international bridge between our 
country and Brazil, all these in keeping with the position of our coun- 
try in the world. 
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Public works and transportation must be essential elements in the 
government plan, not only on account of the wealth which they promote 
in the country, both directly an<l indirectly, but also because they are a 
source oi work, of occupation during difficult period.s, and of absorption 
of labor. It is obvious that a plan of public works and transportation 
re(|uires huge capital investments, but the government has considered 
it indispensable to face all these expenses in order to bring the five-year 
plan to a successful completion. 

In regard to public works and transportation, the government plan 
of action For the five years 1047-51 is designed to give the country all 
the basic elements to expand to the limit the network of roads, railroads, 
and river transportation. 

In regard to sanitation, it will try to provide the country with enough 
drinking water and works of sanitation to preserve the health of its citi- 
zens. b'p to 120 million pesos a year will be allotted to achieve this ob- 
pective. 

In regard to shipping and to ports dredging and placing of buoys 
will be intensified. A new floating dock will be acquired and on those 
rivers on which important commercial ports arc located work will be 
ctTected so as to make them navigable beyond a certain distance, bor 
this purpose up to a total of 200 million pesos will be spent during the 
five years. 

'fen new projects are to be completed in the ports and the 31 already 
begun completed, for which purpose new equipment is to be purchased 
to bring the services up to <late. Also the state is to regain ownership of 
those in private owncr.sliip. The investment required will amount to 230 
million pesos for the five years. 

With the aim of sanitation and zoning of important regions near 
the federal capitol, works of improvement of the Riachuelo [River] 
are i>lanne<l. 'fhey will provide a tunnel under the river, a new port of 
junction and a ten-kilometer industrial canal. The cost planned for this 
work will be up to 100 million pesos. 

In the north zone the development of the river valley will continue. 
A total of 8 million cubic meters of land will be refilled and 120 hectares 
of the reclaimed land will he used for parks and gardens. This zone will 
be given a modern airport, and to reach them, four large bridges yvill 
be built. The total investment for these works will amount to 70 million 
pesos. 

Accompanying this increasing state activity and the economic and 
social purpose of its policy it has been planned to construct up to 296 
buildings for ministries and other agencies, Postal Telegraph Offices. 
Police, etc. . . . spending on these 195 million pesos during the five- 
year period. 
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School buildings will require 335 million pesos. A total of 1,105 
buildings have been planned containing 7,900 classrooms with a capac- 
ity tor 300,000 pupils at all the different school levels — elementary, sec- 
ondary, technical, and universitv. 

\\ ith the purpose of increasing the tourist trade, especially in its 
social aspect, ten big hotels are planned with a capacilv of 2,000 guests 
each, also six summer and rest camps for 15.000 people. 'I he amount 
spent on these buildings over the five-year period will be 70 million 
pesos. 

finally, in accordance with the economic policy of the present gov- 
ernment and with the purpose of intensifying and regulating the pro- 
duction and distribution of grain, eight large terminal grain elevators 
arc going to be built with storage room for 600.000 tons. Another 40 
with 360,000 tons capacity will be distributed strategically in different 
parts of the country. Up to 50 million pesos will be spent on this project. 

The country highways will have to be adajited to the new needs. 
Fir.st, 3,400 kilometers have to be built (at a cost of 116 million pesos), 
laid out, and paved, and another 2,630 kilometers already built will be 
paved. For the carrying out of the sea-works it is necessary to recon- 
struct 220 bridges with a span of 30 to 400 meters and 15 others of 
more than 400 meters span. The total investment on these road works 
will be around 555 million pesos. 

In regard to transportation, the work will consist only in providing 
the state railroads network new lines, finishing tho.se already under con- 
struction, improving the railroad system, acquiring new equipment an<l 
modernizing that already e.xisting, installing special water servicc.s, and 
giving the employees comfortable and adequate housing. Fight hundred 
million pesos will be spent on this project during the 1947-51 period. 

Having improved river transportation as stated above, the State 
River Fleet will acquire 88 new ships and tugboats with a total of 77,- 
000 tons, and 106 lighters and barges with a total of 60,000 tons. The 
cost of these acquisitions will beJOO million pesos. 

To preserve the flora and fauna typical of our coutUrj’, to help the 
people to know and enjoy its natural beauties, and to give rest and re- 
laxation to the lower-income groups, we are planning to preserve and 
protect the forests and lands that form the national parks, to establish 
new ones, and to provide spacious, comfortable, and inexpensive hotels 
at strategic points. At the same time the national and international tour- 
ist trade will be furthered by adequate hotel legislation. Toward the ful- 
fillment of this whole program a total of 65 million pesos will be spent. 

The building of the National Airport at Ezeiza, near the federal 
capitol, will be continued at an accelerated rhythm so as to give it the 
extension indispensable for the present and future intensification of na- 
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tioTial and iiitcriiatioual air services. The cost of this importaiU work will 
amoiMit to 120 luillion pesos over the five-year period. 

Indiislriali/.ation 

To obtain not only that which is necc.ssary to cover all the present- 
dav tiecds. hut also to insure the lulfillincnt of any future needs with- 
out alterin},' the normal development of our country’s life, hy means 
of building' up rc.serves in the different branches of our economy.'’’ 

Production of Rau' Materials and Industrialization 

Tlicrc arc two aspects of the production process: production of raw 
materials and industrialization. 

There arc two larjjc croups within the production of raw materials : 
foodstuffs and raw materials proper. As to foodstuffs, the state must act 
as the only huycr, custodian, and distributor of all grains and oils, not 
only to insure the basic nourishment of the population, but also to sta- 
bilize prices an<l avoid a rise in the cost of living. For the same purpose 
it must supervise the proiluction and supjily at stable prices of the other 
basic foodstuffs which cannot be stored over long periods of time. 

In regard to raw materials proper, the state must act differently ac- 
cording to their origin and characteristics. Thus, in regard to forests, 
its main duty is to protect them and regulate their exploitation. This is 
the jiurpose of the attached bill. In mining it is necessary to organize 
and encourage exploitation with a strong state control which will leave 
entirely in the hands of the state the mining and distrilnition of the 
mineral ores which are essential or radioactive. 

To the state also belongs, besides the special functions already stated, 
the promotion and orientation of the raw material production so that it 
will be sufficient and economical, with stable prices, just distribution, 
and cautious storage, always giving priority to the national industries. 

The second aspect of production already mentioned is industrializa- 
tion, the great importance of which m the nation’s life, production of 
wealth, and work makes it necessary to protect and encourage it in ac- 
cordance with the rules stated in the corresponding diagranff which is 
based on the following ideas: 

Industrialization Policy 

hidustrxes to he protected or promoted. In the first place, those in- 
dustries already established which use domestic raw materials derived 


*Ibid., pp. 357-66. 
’ Omitted here. 
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either from agriculture and cattle or from mining and forestry produc- 
tion must be consolidated to satisfy the consumers’ needs. 

This protection must be practiced against the “dumping" in any of 
the forms stated in Decree no. 14,630 of June 5, 1944 (.\rt. 140) or 
Zi'hcn coinpctiiKj jorciyn industries niay endanger any production zehose 
coniinuit'v and dcvelopinctit may he desirable jor the economy o] our 
country In general it is advisable to maintain the competition for quality 
which will be an inducement in the perfecting of our national industry. 

Protection in its difl’erent forms will also permit the permanency 
and stability of those industries which use raw materials imported 
partly or totally from abroad and which produce essential articles ei- 
ther for individual consumption or for national defense (rubber and all 
metals in general). 

It can be stated that, once the market will have returned to its normal 
conditions of prices and commercial intercourse, of all the industries 
not included in the above paragra|)hs. which will lack protection, only 
those will continue which will find in our country such favorable condi- 
tions as to raw materials, markets, prices, and technical skill which will 
allow them to compete with foreign production. 

On the other hand, it will be useful to promote, that is to start new 
industries or to enlarge those already existing, which use domestic raw 
materials for domestic consumption or for export. It will also be advis- 
able to promote the production of articles which are essential or neces- 
sary for consumption or for the defense of our country, and which de- 
mand partially or totally imported raw materials. 

Reasons which justify industrialization. We can mention as genenal 
reasons which demand or justify the protection or promotion of indus- 
try : 

(a) Political 

To increase and affirm our economic independence and na- 
tional policy 

To aid our nation’s material and moral greatness 

To obtain by means of decentralization our economic equi- 
librium, and therefore our political balance. 

To resist successfully any external pressure 

To insure our national defense 

(b) Social 

To avoid post-war unemployment 

To increase the number of jobs, to employ our increasing 
domestic population and also any possible immigrants 

To raise the standard of living by raising wages in industry 

(c) Economic 

To increase the national income and also the possibilities of 
its better distribution 
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To absorb the unexportable excess of our agricultural and 
cattle production 

To proniotc a national stabilization of prices independent 
from the variations of the international markets 
To increase ttational capital formation 
(d) Financial 

To render our money independent and stable 
To promote a productive investment of our national savings 
To increase the sources of government revenue, making 
them even freer from the fluctuations of foreign trade 

General Objectives 

The following ])aragraphs describe in detail the logical, though cau- 
tious. indvistrial development which can be reached in our country by 
1951, the last year of tlie five-year plan established by the government. 

In the estimated increase of production the improvement of the 
standard of living, the replacement of some of the articles which are 
imported but which can easily be manufactured here, and a moderate 
increase in the degree of industrialization of raw materials for exporta- 
tion have been taken into consideration. For the amount of domestic 
consumption in 1951, the normal increase of population has been taken 
into account ; but this figure should be increased by the as yet unknown 
number of immigrants who will come to our country during this five- 
year period. 

The following tables show the production to be reached by the dif- 
ferent industries during the government plan 1947-51, and figures cor- 
responding to the principal elements of the total industry of the na- 
tion. 

The figures refer to the aggregate value of the articles manufactured 
by industry which represent the income of national industry. The values 
assigned to the year 1951 have been estimated in pesos with the same 
purchasing power that they had in 1943 (the last year for which we have 
detailed data). That means that any differences with 1943.!epresent an 
increase in physical volume of production, that is, the amount of articles 
produced. It is clear that the values of production to be reached in 1951 
will be influenced by the process of devaluation of the currency, but 
since the interesting factor which shows the amount of labor and the 
well-being of the population is the physical volume of production and 
consumption, the given figures are valid. 

The aggregate value for 1951 has been fibred according to the 
procedure explained above. In the figure for the number of employed 
people a 7 per cent increase in efficiency has been estimated, on account' 
of technical progress and increasing mechanization. Total money sala- 
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ries and wages have been increased by 15 per cent over those of 1943. 
taking into account tlie higlier standards of living whicli the working 
classes will have, thanks to this plan. It must be noticed that this 15 per 
cent increase is iti pesos of the same purchasing power as those of 1943. 
that is in real wages. Finally the installed power capacity corresj)oiKling 
to industrial production has been increased bv 5 per cent over that of 
1943. 

Thus we have outlined the general industrial goal to be reached in 
the next live years. It will be achieved, thanks to general measures which- 
influence the difTerent factors making up the industrial process, and also 
to special measures conceniing each one of the specific industries as ex- 
plained in detail in following chapters. 


APPROXIMATE PRODUCTION TO BE REACHED BY EACH SPECIFIC 
INDUSTRY DURING THE FIVE-YEAR PLAN 


IndusirUs 


Present Production to 

Produciton be reaclud 
Tons 

Colton 


63,000 

80.000 

Wool 


21.500 

30.000 

Rayon 


4.500 

8,000 

Textiles made of domestic Ions fibres 


4,000 

6.0JO 

Silk 


2 

300 

Ordinary Paper 


100,000 

190,000 

Newsprint 



50,000 

Washing of wool 


50,000 

100.(K)0 

Caustic soda 


10,000 

40,000 

Sodium carbonate 


25,000 

Lead arsenate 



500 

Barium chloride 


500 

800 

Citric acid 


150 

400 

Minium 


650 

1,000 

Lilliargc 


500 

800 

Zinc oxide 


I.4U0 

3,500 

Steel ingots 


120,000 

315,000 

Lead 


22,000 

24.000 

Zinc 


2.00 J 

6.000 

Tin (including tin for tin plate) 


m 

2,600 

Antimony 


l.IOO 

2,000 

Aluminum 


1,200 

1,400 

Tin plate 


70.000 

INDUSTRIAL DEVELOPMENT 

BETWEEN 1943-51 

Percent 

Unit 

1943 

1951 

increase 

Aggregate value of output million pesos. 

3,208 

4.596 

A3.3% 

Salaries and wages m » 

1,673 

2,560 

52.8% 

No. of employees thousands 

1,093 

1,460 

34.0% 

Power capacity million H.P. 

3,933 

5,S90 

50% 
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Geyieral Dex^eJopment Measures 

Dcjcnsc tariffs. These include the estnbli>hnKnt of additional duties, 
import permits, and import cjuotas. All those measures have been con- 
sidered in tlic system of development and indUs'^try protection cstab- 
lishcd by Decree no. 14.630 44 wliich will be enforced as the Executive 
considers it neccssarv. 

The customs duties may serve the development of Industry or its de- 
fense, I he first kind arc established in cases of infant industries which 
cannot yet compete with similar ones already in full production, and 
whose firoduction costs therefore are lower. These duties are temporary 
and last only until the domestic industry reaches its full development 
'and can compete in the international market. The defensive <luties for 
the protection of industry are higher than the development ones and are 
used in cases when our domestic industries have to face the unfair com- 
petition of foreign dumping. Their rates and duration depend on this 
competition. 

In cases when the local industries supply only a part of the coun- 
try s demand, the rest being supplied by foreign products, duties are 
not desirable because they would raise prices, and import quotas are 
established to supplement the country’s need. 

In cases when it is only necessary to control the imports so as to 
avoid any possible monopoly which would harm the national industries, 
import permits are required by means of which the entry of products 
into the market can be regulated. 

Excmpiiou jroni or rcdiicfioti of customs duties. As a complement 
to the measures which encottrage development bv means of higher du- 
ties. permits, or quotas for manufactured products, the state will provide 
laws which will exempt from duty those products which arc not, or only 
insuflicicntly, produced in our country, but which are indispensable for 
the production of essential articles or for the defense of the country. 
Likewise machinery, vehicles, motors, spare parts, and other objects not 
yet manufactured in our country will be made duty-free. 

These measures will reduce the cost of raw materials and machinery 
used in the production process, as well as the cost of transportation of 
the manufactured articles ; and therefore the place our national indus- 
try in a better position to compete with other nations, since we shall be 
able to offer cheaper articles. 

Subsidies. The granting of subsidies is also contemplated in the 
above-mentioned ])lan for development and protection of industry (De- 
cree no. 14,630/44), its use being limited to special cases when the in- 
crease of customs duties is not advisable. 

In cases of articles produced by domestic industries in quantities 
too small to satisfy the demand, a combination of higher customs du- 
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ties and subsidies can be instituted. Since in this case most of the arti- 
cles are imported, a small increase in the customs duties which will not 
affect prices much will, nevertheless, provide enough money to linance 
the iubsidy for the local industry and give it the means to establish it- 
self and to expand. The advantage of this system lies in the fact that the 
funds for the subsidies come from the imports themselves. 

Exchange control. The rates of exchange for imports will be graded 
so as to give preference to raw materials and haU-hnished products not 
produced in this country or produced only in insuflicient quantities. The 
same will be applied to machinery and spare parts, and to vehicles and 
motors not manufactured in this country. In regard to exports, favorable 
exchange will be granted to highly finished national products. This pref- 
erence in the exchange will decrease in the measure as the products 
become less and less finished. At any time the policy carried out m 
regard to exchange must be in perfect harmony with the customs policy. 

Tax reduction. Last June l.st. the national government issued 
Decree no. 15.921/46, by which it was ixissible to lower the taxes estab- 
lished by the Income Tax Law, when the money saved was used for 
increasing the productive capacity of factories. The proportion of this 
decrease is determined by the said decree. It does not apply to real 
estate. This measure must be supplemented by the inclusion of builchngs 
which arc necessary for the expansion of production plants. Both 
measures together will have the immediate effect of inducing factory 
owners to increase the output capacity of their establishments whenever 
the national market allows it or whenever export is possible. 

Financing and credit. The new banking structure, the establishment 
of a banking system under the supervision of the Central Bank and the 
conversion of mortgage loans (titulos hlpotecarios) and internal debt, 
have been three measures directed to decrease the interest rate and give 
complete guarantee to the depositors. They have thus created a long, me- 
dium, or short term market for financing the productive development of 
the country and especially of industry. The Bank of Industrial Credit, a 
state institution specializing in credit to industries, will fulfill its mission 
of gianting credits at convenient terms to large as well as small indus- 
tries, intervening when advisable in their respective financing. 

New ad valorem tariff. Argentine industry and commerce urgently 
demand the sanction of a new ad valorem tariff, which will take into 
consideration the new aspects of international commerce and t ic ec i 
nical progress achieved in the production process ; it must ma e possi e 
at the same time, by means of a suitable system of duties, the encourage 
ment of our national production, especially industrial production. 

The drafting of the new tariff has two parts (1) drawing up a new 
classification and (2) fixing new valuations and duties. , , , 

The first part was started in 1941 and finished at the end of last 
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year, being approved by Decree no. 2.715/46. The second part remains 
to lie clone and the government will accomplish it as soon as possible. 
A special technical organization will be created to make the necessary 
technical and economical studies and once the new system has been 
created, it will have the permanent task of keeping it up to date. Once 
more we insist on the great importance of direct co-ordination between 
our tantt jjolicy and our exchange policy. 

I'herefore the General Customs Office will be limited to its specific 
function of collecting the duties, the technical and economical work 
being in the hands of the new organization as described above. 


Industrial Teclmolo^^ 


must have adequate modem equip- 
ment in accordance with its state of progress and that of other branches. 
The state must watch this aspect of our national industrialization, espe- 
cially the mtroduction of second-hand implements bought from another 
country which has acquired new equipment. If no measures were taken 
in this direction. Argentine industry might suffer by not being able to 
comjiete in price with other industries in the short run and this, in the 

ong run. would create bankruptcy in her industrial establishments un- 
less her prices were raised. 


riic production of certain types of machinery will be encouraged 
and also the importation of others. 

Technological f>roccss. Very little has been done in this respect in 
our country It is indispensable to develop greatly the organization of 
the iSational Institute of Technologj' (Institute xVacional dc Tccnologia) 
m which arc studied systematically the special characteristics of our raw 
materials and the best way of processing th6m so as to obtain the best 
results. 1 his part of the government program will satisfy a widespread 
need in the Argentine industrial system and further be supplemented 
by constant missions abroad of Argentine technicians to finish their 
training and by encouraging foreign specialists to work in our indus- 
trial centers and to tram a staff of Argentine technicians. 


Improvement of National Statistics and 
Economic Research * 

l hanks to the new organization of national statistics, the govern- 
ment IS tr>'mg to achieve a major adjustment and a faster publication 
of their senes and indexes. ^ 

In the industrial field the annual industrial statistics will be brought 
np to date and a new series of systematic economic studies will be 


^Plan dc Gobicnio, pp. 366*7, 
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Started, providing a valuable index of present-day information, not only 
for the government authorities but also for industrv planning further de- 
velopment. 

The industrial census must be improved so as to follow clo'cK’ the 
industrial development which has so much influence on the general econ- 
omy. 

Industrial Legislation '' 

Since industrial legislation is the vehicle through wliich industrial 
])olicv materializes, it is very important for the government to complete 
the frame of our industrial legislation .with adequate rules. We have al- 
ready mentioned a law of tax exemptions oti raw materials not produced 
in this country or produced only in insufficient quantities, on machinerv. 
transportation, motor.s, spare parts, and other equipment not manufac- 
tured here. 

A law must equally be promulgated to establish general draw back 
benefits for the Argentine industrial output, a legal instrument lacking 
in our industrial legislation. 

At tlic same time, the proper organs must carry on the compilation 
of national and provincial legislation and municipal ordinances con- 
cerning the establishment and encouragement of industry with a view 
to uniformity and rationalization. 


• Ibid. p. 367. 
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Plans and Recent Economic History 


Tlic 19-J7 Crisis 


p oi.TTiCAL uncertainties and economic crises in 1947 restrained ad- 
* vanccs on the economic front, and planners were disappointed. 

In virtually all aspects of economic life, results were not generally 
ns favorahic as had hcen planned. Short of raw materials and other 
forms of capital, some countries suffered from serious unemployment 
fe.g.. Germany an<l Italy) ; and operating tinder inflationary conditions 
and tn economics seriously short of supplies, many others (e.g., France. 
Japan. Greece) experienced disguised unemployment. By performing 

3 ^ hers could earn enough to obtain ra- 

tions with a relatively abbreviated working week; hence why work a 
full week? ^ 

A rise in productivity is one of the cornerstones of every plan ; for 
rising standards of living and shorter hours depend on an increase in 
man-hour output. In the first year or two after the war. man-hour output 
began to rise as minimum supplies of working capital became available 
and producers began to profit from the economies of large-scale output. 
But by the middle of 1947. annoying bottlenecks began to plague pro- 
ducers; and the rise of man-hour output began to level off. or in some 
even to decline in response to shortages and to failures to ex- 

? d' of European Economic Cooperation : General Re- 

port. (Pans. September. 19-17). Vol. 1. pp. U. 26-31. 
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panel outpiii substantially. As the Economic Commission for F.urope, in 
disctissing the situation in 1947, puts it: “W ith industrial production at 
some 10-15 per cent below the 1938 level and an unchanged induvtrial 
working population more completely utilized, the productivity per man- 
hour is (lehriitely below pre-war in Europe as a whole.” 

Perhaps the otilstanding characteristic of the planned economies of 
the early posl-war period was the shortage of resources for inve.stment. 
Many of the plans were over-ambitious in their investment programs, 
some calling for allocations of 20-30 per cent of the national income 
of the countries involved. Planners failed to take account of the great 
strain that the extended investment plans would ])ut upon their price 
structure and upon their balance of payments. Operating under econo- 
mics short of consumer goods, they failed to allow adequately for the 
cfTcct on prices of investment ]jrograms. with the rise of spending 
power relative to the supplies of consumption goods made available. 
Income earned in the production of investment goods was not offset by 
a corresponding flow of con>umers’ goods. 

Particularly in their failure to take into account the universality of 
large investment plans were the planners remiss. France might conceiv- 
ably obtain the help from abroad which might assure the success of the 
Monnet Plan. Hut with almost every country in the world seeking for- 
eign aid, and primarily from the United States, the “mendicants,” as 
Ilarrod calls them, were bound to be disappointed. They would have 
found much less help abrtiad than jdanned even if the dollar crisis had 
not blossomed out into a major world crisis. We shall return to the 
international problem later. 

That the favoring of investment is perhaps the central theme of 
every plan, is by now clear to the readers of this volume. But a j)cn- 
chant for large investment programs is not restricted to the sixteen 
countries under consideration here. The report of the sixteen Europenn 
countries issued by the Paris Conference in September, 1947 is in no 
.small i>art an essay on the need of large investment programs for West- 
ern Europe. In Chapter III of their report, the Paris experts elaborated 
their grandiose program for investments during a four-year period. 
United States experts in turn scrutinized these estimates and pruned 
them substantially. This country was not prepared to finance these large 
investment programs at the expense of the American taxpayer, though it 
is not at all clear that by keeping investments down and costs up for 
Europe, the application of Gladstonian principles of finance by the 
United States might not in the long run increase the costs to the Ameri- 


■The E^nomic Conmiission for Europe: A Survey of the Economic Situation 
Prospects of Europe, (March, 1948, Amcr. Edition), p. 27. Also see pp. 26. 
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can taxpayer. Even the ambitious British investment program of 1947, 
whicli became the target of many distinguished British econoimsts. 
only recouped onc-hfteenth of the deficit in investments over the pre- 
ceding seven years.® 

4 his common ■‘overemphasis " on investment, characteristic of vir- 
tually every country in the world, tended to keep consumption down. >0 
raise prices, and. tlirouglt the direct impact on imports and the higher 
prices of exports, to aggravate the balance of payment problems. In 
Europe, industrial i)ruduction for fifteen countries rose from 68 per 
cent of pre-war in the first ([uarter of 1946 to 86 in the third quarter 
of 1947; but output in major investment goods industries of eleven 
cour.tries rose from 60 to 84 per cent of pre-war, a much larger per 
centage rise than for oU industrial output, and a \ortiori in relation to 
uou-inJusIrutI output. In the first three quarters of 1947, output in non- 
investment goods dccHne<l slightly ; but that of investment goods rose by 
6 per cent. 

d'ho argument is not that a strong case cannot be made for large 
investment ]*rograms. for Europe’s recovery depends upon a rise in 
efficiency which in turn requires substantial investment. What is per- 
plexing is how to achieve these programs without unstabilizing the 
economy, for the usual sources of savings arc not likely to equal more 
than about one-half of the projected investment programs. For the re- 
mainder. they must cither rely on budgetary surpluses and foreign 
aid or sufTer inflation. For 1952-53, ten countries which account for 
about 85 per cent of the aid under the ERP propose investments equal 
to 19 per cent of their gross national product. (GNP). By keeping in- 
vestments at around 20 per cent of GNP, they seek to raise their output 
to 20 per cent above that of 1938 and 35 per cent above that of 1947.* 

Investment programs are planned to replace and modernize plants, 
improve transportation and power resources, and increase the produc- 
tivity of land. In backward areas, a primary objective is industrializa- 
tion. The importance which these countries ascribe to industrialization 
is evident from the discussion in Cltapter V’l and from the plans of India, 
Greece, Poland, Czechoslovakia, Hungary, the USSR, and the Argen- 
tine — all presented in this volume. 

* See Coiimiiltcc of Rurof’can Economic Cooficralinn, C’li. Ill; Senate Foreign 
Relations Comnnttec Hearings on European Rccoirry Program, Part 3, pp. 1006- 
1(107; Dept, of State: Outline of European Reco-ecry Program, (1948), pp. 35-6. 
87-91, .and iny European Reeozvry Program, (Harvard University Press, 1948). 
introductory chapter and chapter I. 

*OEEC: Interim Report of the European Reeoivry Program, I, December, 
1948, pp. 93. 96-8; U.N.: A Surx'cy of the Economic Silnalion and Prospects of 
Europe, pp. 1-7. 
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These are, liowevcr, only examples; for the industrialization move- 
luent is almost universal in backward areas. In an ititer<.>tin.^' volume 
recently published, the Department of Economic .Affairs of the I'nitc 1 
Nation.s analyzes the planning of Latin American countries. India, tlie 
Middle East. Poland, Yugoslavia, atid various parts of Africa.'* I'lans 
discussed in that volume reveal a tendenc)- to siipjwrt investment and 
industrialization programs which are not likely to be realize<l in view 
of current capital shortages. In the countries there considered, demand 
for industrialization in general j)rcvails with varying degrees of enthu- 
siasm for nationalization. In I-atin America tlie comprehensive plan, 
like that of the Argentine, is the exception, for planning is generally 
more restricted in scope. Increased ein])ba.si.s on investment and nation 
alization is the usual pattern, however. Similar generalizations applv to 
the Middle East and Africa. 

In Chile, for example, the National Economic Council has broad 
powers to influence investment, encourage industrialization, control 
credit and the distribution of goods, and manipulate costs and prices ; 
but a general plan for the allocation of economic resources seems lack- 
ing.’* Countries in Eastern Europe, as suggested by our study of Poland. 
Czechoslovakia, and Hungary, embark on comprehensive programs. In 
Yugoslavia, the Five-Year Plan reflects the inflttence of the USSR. Ad- 
mittedly ambitious, the planners in Yugoslavia call for investment equal 
to 27 per cent of income by 1951 ; for a reduction in consumption; for 
a further extension of nationalization, though industry is on its way to 
being SM) per cent nationalize<l ; for a rise, by 1951, of national income 
80 per cent above that of 1939; and for capital expenditure 2^ times 
above pre-war. Industrialization especially is to profit from the heavy 
investment program: the increase in industrial output over 1939 is to 
be fivefold ; and this output is to increa.se from 20 to 50 per cent of the 
total product. Like the USSR Five-Year Plan, the Yugoslav Plan is 
conspicuously silent on foreign trade or foreign sources of capital. 
Again, here is a program which is clearly not going to be fulfilled, for 
investments are far out of line with realities.’ 

Continued inflationary pressures in 1947 and 1948 were another 
obstacle to the fulfillment of the plans discussed earlier in this book. 
The ambitious programs, which generally require investments in excess 
of the savings available, and therefore have to be implemented through 
the activation of idle balances or an expansion in monetary supplies. 


‘U.N.; Economic Devetopmtni in Selected Countries: Plans, Progrannnes, 
and Countries, (New York, October, 1947). 

•Ibid., pp. 93-106. 

^ Ibid., pp. 209-15. 
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co..tril.uted iircatly to the a<lvance of inflation. I.i 

the hu.lgetarv deficit and tlic investment program of 194^) Nould haM. 
retinired savings of dd per cent^of consumption to exclude inflatio.i. 

.\ciuallv savings were much less.^ 

Government deficits, created in part hy military expension, strength- 
ciu<l the inflationat^- forces; hut tlie puhlic dehcit does not merely add 
to the inflation resulting from the excess of investmetU over saving; m 
lar-'c part the public deficits stemmed from investment programs. A vig- 
orems tax and .savings program might have made the large investment 
programs compatible with relative stability of prices. I nfortunately. m 
hi'dilv inflationarv economics, and in countries with archaic tax systems, 
it was not possible to introduce such programs. The large amount of 
purcliasing power relative to supplies available at controlled prices, after 
years of deficit financing and controlled iinces and distribution, further 
increased the ilifliculties of containing inflation. 

In general, prices continued to rise in 1947 and early 1948. An in- 
crease in wholesale prices from 1945 to 1947 of 40 per cent in this coun- 
try was hound to have adverse effects upon others; for the United States 
has provided one-third of the world’s exports in the last few years. In 
I atin American countries and in most European countries, prices con- 
tiime.1 to soar in 1946 and 1947. In a few of the smaller countries and 
in British countries, inflation seemed under control; hut a large rise m 
British wholesale prices in 1947. which might have been more serious 
in the absence of controls. suggestc<l dangers even for the 
omy. In Erance. wholesale prices were up about 3; j times from 1 J45 to 
ianiiary, 1948; and then were relatively stable for several months. By 
Septeniher. 1947. prices in Italy were 62 times those of 1938 and from 
then until the end of the year, they declined hy 11 per cent. The rise in 
lap-.m was close to 5 times from 1946 to early 1948. and in Hungary the 
cost of living had increased to 24 X 10=^® the pre-war price level by 
April. 1946; and a monetary purge was followed by renewed increases. 
In 1948. the rise in the cost of living in Western Europe at any rate 
slowed down: France was a striking exception.® 

Under lliesc circumstances, it is not surprising that governments had 
dimcultics in obtaining adcijuatc funds for investment and. therefore, m 
fulfilling their commitments iimlcr the various plans. For many coun- 
tries. despite the increased responsibilities, public expenditures in pre- 
war currency units were below pre-war. Moreover, under inflation m 
controlled economics, it seemed impossible to retain adequate reserves 

"U.N.: Surt'cy of Ctirrciil hiflatiouary and Defialionary Tendencies (New 

'FiRurcs from ^Federal Rcscrvtf Bulletin (May. 19-18), p. 608; and UN: 
Monihh liullelin of Statislics. December. 19-18, pp. 149-58. 
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of raw materials, with the result that tlic working capital required for 
large investment programs was not available.'" 

Under the impact of the crisis of 1947, many of the European coun- 
tries seeking American aid made strong etTorts to keep inflation und'-T 
control. Among the measures taken were reductions in investment pro- 
grams, compulsory investments of <leposits in government securities, ta.N: 
reforms and increased tax rates, and economies in public expenditures. 
Deficits continued to prevail for most countries, however, although the 
planned excess of public outlays \\as generally less for 1948 than for the 
preceding year." 

Related both to the investment programs and to inflation is the 
chronic shortage of the dollar, which became the synqitom of deterio- 
rated conditions everywhere. Europe alone ha<l an adverse balance of 
payments of $7.5 billion in 1947. Wherea.s in 1938 Europe had an ex- 
cess of imports over exjKirts of $2 billion financed out of dollar earnings 
on investment, shipping, and the like, in 1947 the excess was several 
times as large, and means of financing were no longer available. Ihe 
main task of the European Recovery Program is to narrow this tleficit. 
As the major cause of the deficit is the rise of prices of imports (an-d 
secondarily the rerluction of earnings on invisible account), control of 
inflation in the Unitc<l States will help greatly by keeping down prices of 
European imports. Western European output, however, must he raise<l 
by about 25 per cent in the next four years and reallocatetl with a view 
to reducing inve.stments and increasing exports relative to imjiorts. Pro- 
grams to convert to oil, to cxpaml hydroelectric facilities, to modernize 
trans|Kjrtalion, to expand iron and steel capacity will all rc(|uirc recon- 
sifleration. What the planned economics lioped to accomplish in five 
years may well take from seven to twelve years. Undoubtedly planners 
were frequently unrealistic in proposing vast investment programs. 1 heir 
critics may, however, be going too far in the other direction. 

I’rogress in 1948 was satisfactory. Industrial output of Western 
Europe was alwut 10 per cent higher in the second {piarter of 1948 
than in the corresponding period in 1947. 

Readjustment of exchange rates and control of inflation will help 
equilibrate the balance of payments ; but even more important will be 
the expansion of output, the reallocation of resources, and — as a prere(i- 
uisitc to keeping Europe from becoming a permanent pensioner of the 
United States — the resumption of multilateral trading and the improved 
economic status of non-European countries. In 1947, these countries had 


Survey of the Econowie Silualion and Prospects of Europe, pp. 80-83; and 
UN : Survey of Current Inflationary Tendencies, p. 27. . 

** These measures are well summarized in the Senate Coniniitlcc on ForoRU 
Relations Hearings on the European Recovery Program, (1948), pp. 423-27. 
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an nnfuvoral)lc' balance of ])u>iiicnts with the United States ot $4.5 bil- 
lion. ICnrope cannot depend npon an export surplus with these countries 
to pa)- her l)ills .'•o long as currencies are inconvertible; and she will not 
be able to force the overseas countries to pay her debts to the United 
States so long as they remain heavy debtors to the thiited States. 

Piofficss in Individual C'ounirics : the USSR 

O 

In view of what was siii<l in the preceding section, advances are not 
generallv expected to be coimnensttrate with targets. The gains in recent 
years are not. however, uniform by any means. 

In the USSR, substantial progress seems to have been tnade in the 
first three years of her h'ourlh Kivc-Year Plan. Undoubtedly the 
nnavnilablily of United States capital slowed up her progress; but dollar 
scarcity was not likely to be serious for a country relying relatively little 
on foreign trade and capital. Mesidcs. in the early post-war period the 
USSR, was able to obtain substantial help from Uend-Leasc, repara- 
tions payments, and UNKRA.’-"* 

In the Fourth h'ive-Vear Plan (1946-1950;, the Soviets proposed to 
increase total output by 38 per cent beyond the 1940 level and by 48 per 
cent above the latest available pre-war year. Deterioration caused by 
the war is reflected in a target for 1950 of only 114 per cent of the 1942 
target, reflecting a modest advance compared with that of earlier plans. 
According to the plan, output of iron and steel was to rise but one-third 
and consumption goods about one-fifth, while that of coal and electricity 
was to increase much greater than the average. Much emphasis was 
put upon large capital investments yielding commensurate consumption 
goods in the distant future. The 1950 target for three important classes 
of machinery and engineering is 236, 218, and 167 (1940 production 
= 100 ). 

y\ccomplishmcnts in 1946 and 1947, taken together seem to have 
been satisfactory. Apparently the delay in 1946 caused by drought and 
difliculties of reconversion was largely overcome by 1947 ; and by that 
year, gross industrial output was 3.5 per cent above the target, although 
several important industries (e.g. coal, timber, pulp, and paper) were 
producing from 2 to 6 per cent below the targets set for 1947, the second 


** The reader should consult csi)ecially CouitniUcc of Eiirof’can Economic Co- 
opcralion, I, pp. 4-62; /I Stinry of ihc Economic Siluolion and Prosf’ccts of 
Europe, parts 2, 3, and 4, ch. 2; and Outline of European Recoi'Cry Program, pp. 
25-.t5 and section IV ; and my European Recovery Program. 

'*Cf. the discussion in Pinal Report on Foreign Aid of the House Select Com- 
mittee on Foreign Aid, (1948), pp. 483-501. 
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year of the Plan.** By 194S. output in the USSR was apparently 114 
per cent (1940= 100) (58 in 1945. 92 in 1947). The Jiconoinlsl con- 
cludes that the USSR had reached their overall targets for 1948 but 
were operating with a surprisingly small increase in basic materials ; and 
the gains in the East had been much larger than in occupied areas,* ’ 


1 he Unitctl Kingdom 

The battle for output of 1947 proved to be a losing one tor the Brit- 
ish primarily because of a deterioration in their international position. 
Britain's target of exports — 140 per cent of the 1938 volume for 1947— 
was far from reiiched, and the ultimate goal of 175 per cent of the 193'' 
export volume is not yet in sight. Her large losses of invisible earnings 
(arising especially from her Ii<|uidation of foreign investments), the 
increased price of imports, and heavy expenditures abroad account for 
the intractable deficit in her balance of payments. 

In its post-mortem, the British government explained the failure to 
fulfil the objectives stressed in the licononiic Survey of 1947 by its un- 
willingness to yield on freedom, and by the rise of prices of imports, a 
factor beyond its control. Imports were to be £1,450 million: but 
because of a jirice rise of 9 per cent, the British had to pay £1,574 
million for their imports. The Brilisli adverse bolaucc tcuf .£673 million 
in 1947, or 93 per cent greater than anticipated. An excess of expendi- 
ture on imi>orts (124), excess of government expenditures abroad (36), 
a deficiency in receipts from exports and re-exports (75), a deficienc) 
in net invisible income (90) (or a total of £325 million) explain the 
une.xpccted rise in the deficit. *’* 

The crisis in the balance of payments stimulated corrective measures. 
The outburst against the planned economy, and particularly against the 
poorly planned economy, was continued loud and long. Critics blamed 
the excessive investments which tended both to increase inflationary 
pressures and to raise imports and reduce exports. Yielding to this 
pressure, the government in the latter part of 1947 cut back a small 
part of its investment program, imposed additional checks on spending, 
inclusive of pressure to keep wages down, reduced rations, raised taxes, 
and restricted imports.*^ 

“ See especially A Survey of the Eeonomic Situalitm and Prospects of nurope. 
pp. JS4-63. A less optimistic apprais.il will be found in J-inal Report on poreiyn 
Aid, pp. 428-42. 

'*The Economist (London), December 11, 1948. 

“UK: Economic Survey for 1948 (1948), pp. 56-7. . 

” Cf. Roy Harrod: Are These Hardships Necessary?, (1947), especially 
ch. II; and also UK: Capital Investment in 1948, Cnid. 7268, (December, 1947), 
p. S • and Statement on Personal Incomes, Costs and Prices, Cmd. 7321, (February, 
1948). 
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It should not he coiicluclcd from this narrative that economic condi- 
tions contimic<l to deteriorate. Actually the gross national product rose 
by £720 million in l’*47. or S ])er cent, and the total resources available 
for use at home £1015 million, or 11 per cent. I’ersonal consumption 
in 1047 was estimated at 102 per cent of 1938 as compared with 98 in 
1646. In general, then, real output and consumption seemed to rise in 
1947. though in view of the unavailability of essential consumers goods, 
it would be wrong to assume that the standard of living was higher than 
in 1938.*" 

l’ndon!)le<lly the Hritish experienced an unfortunate crisis in 1947 
which should not be blamed on the government alone. Continued loss 
of comjtelitive power, the grow ing threat <tf bilateralistn which deprived 
the Britisli of <lollars otherwise obtaitiable for exports, the crop failure 
of 1947. the political c«infusion abroad — these and other factors were 
cither acts of (loil. or largelv of men not subject to the control of the 
l.abour government. We shottld not, however, cottipletely exculpate the 
government. 

Hv 1948, there was mttch itnprovetnettt. This is evident in an 
anticipated reduction of the goUl atul dollar deficit from $4,127 million 
in 1947 to an anticipated one of $1,263 million in 1948-49; and in an 
expected rise of otitput from 1947 to l'M8-49 in bread grains of 33 
per cent, in coal of 10 per cent. an<l in crude steel of almost 20 per 
cent, rite budgetary situation was also to impntve. In the Four-Year 
I’lau (1949 to 1953) even larger gains were anticipated. The Briti.sh 
were tt) raise their industrial and agricultural output by one-third over 
the pre-war level and to carry through an investtnent program out of 
their own resottrees of 20 per cent of GNP by 1952-53. By increasing 
proportionate purchases from non-dollar sources and exports, especially 
to dollar areas, by carefully scrutinising imports ami reducing “other 
dollar and gold ])ayments.“ and by introducing appropriate domestic 
policies directed to keeping consumption down and investments judi- 
ciously allocated, the government anticipated a balancing in its dollar 
accounts.*" 

In a brilliant article. Professor O. 11. Robertson raises some inter- 
esting ([uestions. In its planning, the government indeed avows its deter- 
mination to maintain freedom; but nevertheless it sets up its priorities 
for uses of economic resources and does not mark out the dividing line 


‘"UK: National Income and nxf'cndilurcs of the United Kingdom, Cmd. 7371, 
(1947), i.p. 5. 12. 

"‘OEEC: Report lo ECA on the First .-Innual Programme, 1st July, 1948*20 
June. 1949. P.Tit 1. pp. 59*61; OEEC: Interim Report of the European Recat'ery 
Program. I. Dcccnilwr, 1948. i)p. 177-182; UK: European Cooperation, Memoran- 
dum Suhmillcd to the OEEC, 1949 to 195,4. 
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between controlled and free sectors. In a schizophrenic world, the public 
plumps for commercial housing, medical services, and milk ; hut m its 
private life, it plumps for beer, cinemas, and perpetual motion, l iuloubt- 
edly I’rofessor Kobertson. like other distinguished British economists, 
tends to overemphasize the contribution of wage iiolicy aiul deficit 
financing to the atlverse balance of trade; he also fails to take account 
of the general resoursc to inflationary wage and similar policies abroad 
(hence these balance to a considerable extent), and fails to allow ade- 
(juately for the factors mentioned above for which the British are not 
primarily responsible.-*' 


I'raiue 


France, embarrassed by a large deficit in her balance of payments 
and hampered by an unstable political situation, has had to cut back her 
investment program much more than the British, l ler inflation problem 
is much more serious than that of the liritish. partly because of hei 
unwillingness to use controls or her ineptness in enforcing them; and 
partly because of her unsatisfactory fiscal system. I he French invest- 
ment program greatly exceeds the amounts available from savings and 
foreign assistance, though a balance is promised in 1948. .Although in- 
vestments programmed under the Monnet I’lan were supposed to have 
been reduced by 40 per cent, the French nevertheless were able to raise 
indu.strial output above pre-war ; and output in important investment 
goods industries rose by more than 30 jier cent from tlic first (juarter of 

1946 to the third quarter of 1947.-* _ 

The French international position is serious; aiul surprisingly so, 
ill view of the fact that France has not sulTered large losses on invisible 
account as did the United Kingdom. In part the explanation is the large 
inflation, not generally offset by an adcipiatc decline in the external 
value of the franc, and especially the ambitious investment program and 
damage caused by war and whether.-- In the first ((uarler of 1947. the 
volume of French exports was 82, and of imports, 122 (1938= 100). 
These should l>e compared with corresponding British figures of 106 and 
77, the ratio of British exports to imports in 1947, relative to 1938, was 
about twice as favorable as that of the French. '1 he estimated adverse 
balance for 1948-49 of the United Kingdom with all countries (other 
than the countries participating in the European Recovery Program) is 


*D. H. Robertson; "The Economic Outlook," Economic Journal (Ueccniher, 

1947), especially^ pp. 428-37. ^ i o 

“// Survey of the Economic Situation and prospects of Europe, pp. 1 , o. 

” It is interesting that the inllation is much more serious even thougii rea 
\sagcs arc substantially down in France (and up in the United ^ 

UN: Survey of Current Inflationary and Deflationary Tendencies, (1947), pp. l , 

43 . 



566 


KCOXOMIC PLANNING 


5 ])cr cent ot her nalion.il income in 1946, anil lor the French, 9 per cent. 
The I'rench adverse balance in 1947 was from 5 to 7 times that of pre- 
war. It is clear that inflation, the crop failure of 1947. political strife, 
and the dollar cri>i.s (all interrelated » substantially slowed up the pro"- 
res.s under the lirst two years of the Monnet Flan. Continued progress 
rests upon .'in imiirovement in the political situation, fiscal and monetary 
reform, generous help under the FRF, and a reallocation of resources 
among investment, exports, and consumption.-'’’ 

In 1948. b'rance continued to show improvement although on the 
stabilization front the cconomv still floundered. As has been noted, the 
government pruned the investment program in 1947. for the estimate 
of achievement was 84 per cent of the amount planned, and the program 
for the fir.st half of 1948 was but 90 per cent of the target originally set 
under the Monnet Flan. For the four-year period. 1948-52. however, 
the government still adhered to an investment program calling for 20 
])er cent of gross national protluct, or 25 per cent of the net national 
income. 'I’o reach these lofty goals, tlic government would rely upon 
foreign aid to jirovidc 25 per cent of the resources required for the 
investment jirogram and would also use Treasury surpluses. 

During four years, an increase of agricultural output of 25 per cent, 
of industrial oul])Ut of 40 ])cr cent, of electric power of 40 per cent, of 
the volume of exports by 75 per cent and a reduction of imports by 20 
per cent, the settling of dollar tlebts with credits in other currencies — 
these would make possible a balancing of the international accounts and 
a rise in consumption standards. Iiuleed, heroic assumptions arc made 
concerning the rise in output, in the changes in the structure of industry 
and of exports, and in the provision of markets.^'’ 

Western Germany. Japan, and Greece 

Another group of countries, i.e.. \\'cstcrii Germany, Japan, and 
Greece, also failed to make adequate pre^gress. These countries all suf- 
fered from occupation and became the economic wards of the United 
States. In 1947. their output was very low compared to pre-w’ar, their 

“Figures Rased on A Siirfcy of the Economic Situation and Prosf'Ccts of 
Eurof'c; St.itc Fepl.; 1) Euro/>can Rccoirry Program Estimated Palancc, Pay- 
ments <ni Current AceounI of the Parlicif'aling Countries, Af-ril i, 191$ — June jo. 
19-fS. j). 2; 2) The Eiirof<ean Recovery Program, Country Studies, prance. 1947, 
e.spcci.illy pp. 4-5, 20-2, 28-30: Senate Foreign .Xffairs Committee: Heanngs oh 
she P.urof<can Recovery Program, III, p. 1005. 

** See e.specially The Economist, September I, 1948 and November 6, 1948; 
Gcner,a1 Commissicn for the Modernization and Equipment Plan, Second Half 
Yearly Report on the Achievements of the Modentisalion and Eqiiipincitl Plan, I, 
1948, pp. 13, 75-83; Report to the EC A on the First Anmtal Programme, I, pp. 
46-7: Interim Report on the Ettropean Recoi'cry Programme, I, pp. 146-50. 
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inflation was still a<lvancini', and their balance of i>a)in<nts was strik- 
ingly adverse. Failure to achieve recovery in Germany and Japan wa- 
xinlortunate not alone for these c<jumries but lor a large part of Furo[)e 
and Asia, resjiectively. which ordinarily depend on tlie.se counlrie> for 
markets and purchases of essential protlucts. 

At the end of 1947, industrial production in l>i/onia was .still sub- 
stantially less than 50 per cent of pre-war; anrl that of Japan, about one- 
<]uarter of 1937. The gains for W estern Germany in 1947 were, however, 
large: for Japan, but a few per cent. Germany's exports in 1947 were 
estimated at $426 million (^309 million in 1946) and imjiorts at $900 
million ($750 million in 1946). Exports in dollars were about one- 
seventh of pre-war; and imports about 30 j>er cent. Exports were c.^ti- 
niatetl to be but one-tenth the amount required for a nonnal wartime 
Germany economy. These figures suggest the larger advances that will 
have to be made before the German economy once more is on its own. 
In 1948, indeed, there was further progress. 

The ERP proposes to integrate tlie German economy with W'estern 
Europe, and in particular to provide Western Germany with the food, 
raw materials, and e<|uipmenl which will make it possible for her more 
nearly to attain her pre-war output and to make her substantially less 
<lepcndent upon the United States. .Actually, the allocation of about 9 
jier cent of total ERF funds for 194S-49 to W'estern Germany may not 
be adequate in the light of the ambitious program assumed for Germany. 
(Plans can for total foreign aid in Western Germany of $1.2 billion in 
fiscal year 1949, as comparetl with $782 million in 1948.)-^ 

An area that produced much less than 40 per cent of pre-war in<lus- 
irial output is expected now to raise output to 60 jicr cent of pre-war in 
194 g .49 and 100 per cent by 1951-52. and over a period of four years 
to increase output of machinery by 120 per cent, of steel goods by 200 
per cent, and of textiles by 150 per cent. Bizonal Germany’s exports ta 
countries not participating in the ERP arc scheduled to rise from $170 
million in 1948-49 to $778 million in 1951-52; but nevertheless during 
these four years there will accumulate an adverse balance of payments 
of $3,580 million. To achieve the large rise in output and the reduction 
in the adverse balance with these countries of but $360 million over 
three years, Germany required a vigorous monetary reform (the amount 
of money was estimated at six times the pre-war amount though con- 

** See e.>>pccially Final Report on Foreign Aid, pp. 113-50; Hearings House Sub- 
committee on Appropriations on Foreign Aid Appropriation liill for 1949 , pp- 
1-153; State Dept.: The F.uropean Reeoiery Program, Country Studies, tVeslern 
Germany, (1947); A Sun-ey of the Bconomie Situation and Prospects of Europe, 
pp. 40-3; J. K. Galbraith in S. E. Harris, (Ed.) Foreign Economic Relahont of 
the United Stales, (Harvard University Press, 1948). 
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trolled prices were relatively unchanged), improved government and 
transiiortation. and more coal an<l consumers* goods.^'* 

llv early ( iermany seems to have made a greater recovery than 

had been anticiiiated. Her e.xports in 19-18 are estimated at onc-haU her 
imiiorts, and exports for 1948-49 at three times the 1947 amount. In 
]94S-4'h the program calls for a rise in the pnxluction of bread grains 
over l‘M7 of 1.^ per cent, of coal of 16 per cent, and of crude steel :)f 
112 per cent. In four late months of 1948, the increase in industrial 
output was alnxtst 50 per cent. Hy 1952. it is anticipated the gross na- 
tional product will excectl that of 1936 and steel production will have 
reached the ceiling of 10,7 million tons set hy the Allies. Despite an in- 
\estmcnt prtigram of 19-22 per cent of gross national product over four 
vears. the standard of living, however, will he hut 83 per cent of the 
193(» level; and despite the favoritig of export industries, even in 1952 
there will he a large deficit with Xorth and Central America of $250 
million atid with the sterling area of $190 million.-' 

In m;my respects the Japanese situation is more explosive than the 
(ierman. Like (lermany. japan is dependent upon foreign countries for 
a large part of her imports of raw materials an<l food ; hut unlike 
(jermanv, she cannot covmt on an earlv restoration of her main markets, 
llefore the war, Japan's major markets were in Asia; and her imports 
were primarily fr<im .\sia. Xow she is almost wholly dependent on the 
L’nited States for her imports. The rc<luced importance of .silk, which 
accounted for about a rptarter of her exports in the early thirties, as well 
as the increased imlustrialization abroad, which is hound to alTect 
adver.'cly luT ex])orts t)f textiles, ordinarily equivalent to more than 
half her exports — these enlarge the obstacles to Ja])ati’.s recovery. Des- 
pite the warnings <4 the Japanese White Paper, the economic discases^ 
it uiicovered still prevail: in the thirteen months ending August. 1947, 
the index for familv money outlays in Tokvo showed a further rise of 

9 ^ ^ m 

200 per cent ; coal is still short ; the control system is still largely ineffec- 
tive: and the gaping deficit in the balance of payments continues. Army 
authorities may well he too optimistic in assuming that by 1953 the 
Ja|)anese economy will he once more on an even keel. Even expenditures 
by the United State.s of $2 billion over the next fotir to five years may 
not accomjilish this miracle for eighty million people, with a population 
density of about 211 per square kilometer. 

In order to achieve her goals, Japan ha<l to increase industrial output 
about 40 per cent of pre-war by 1947 (the actual output was much less). 

Hs|)nia)ly Shuiics. {h-rmaity. i>i>. 35-6, 50, and other 

liassagcs. 

•’ The lu-onomist, January 1.5, 19-19; Ref-ort to EC A «»i die First .-tiiMMo/ Pro- 
urain. iv^S-iv^ 9 . pp. 62-3; Iiitcriw Ref-ort nn dir Eurot'can RccoiKry Program, I, 
Pl>. 18.1-7. 
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and will have to increase output to about 140 by IV.xV In 1 4/, output ol 
steel was only 15 per cent of that of 1937. and output of coal oiil> a little 
more than half. In comparison with $500 million of imi.orts an.l ^l.-'U 
million of exports from September, 1945 to June. 1947, an annual bal- 
ance of imports and exports at about $1,500 million will l.e rc(|u.red liy 
1953, or about twice tlie amimil exports and imports (dollars) oi 
1930-34. Both the general rise of exports and tlie increased machiiu r.. 
exports required in the plans of tlie occupation authorities will not be 
forthcoming unless the political situation in Asia improves substantiall,^ 
in the next few years. Increased rations, monetary stabilit\ . and a large 
rise in imports of essential foods, minerals, and raw materials will also 
be required. Japan sufTers from other handicaps as well ; the payment ot 
reparations and occupation costs, the problem of dealnig with the large 
monopolies, the excessive use of natural resources during the war. and 
the unwillingness of neighbors to trade with her. In short, the solution 
of the Japanese problem early in 1949 seems about as far off as it was 
in 1946, the year on which the White Paper was based.- A steady flow 
of new plans has not solve<l the problems of output, of consumption, of 
inflation, and of the ga|) in the balance of payments.- ‘ 

The recovery of Greece also has been disappointing. Few of the 
problems raised by the UNKKA Report on Greece have been solved 
Indeed, production has improved somewhat— e.g.. by 1947 industrial 
outi)ut doubled from the low level of 1945. and some progress was made 
in reconstruction— though transportation is still far below pre-war 13ut 
production is far below targets; and despite $/50 million of aid from 
the liberation period to the end of 1946, the tra<le balance is still pre- 
caricAis. In 1946. imports were $.511 million 
million, the deficit being made up largely by $198 

aid The $300 million of aid under the Authorization of May. 194/ 
plus the additional help under the ERP will help finance the adver.se 
balance, which, on current account with countries not participating in 
the ERP, is estimated at $214 million for 1948-49, or about 40 per cent 
of the current income of the country. 

Recovery in Greece awaits an improvement in the political and mil- 
itary situation, an expansion of output and improvements in transporta- 
tion, a rise in tobacco output, and a recovery of European markets, to 
be accelerated by proper monetary policy and revised exchange rates. 

-Foi^latcst material on Japan, see Fnio/ on 

247-66; UN: Economic Report, I945‘47> I*P* 7, 69^9; foreign /brf zf//’ . _ . 
Bill for 1949. H. PP- 158-257; Hcarin.?s House Conmrnice on h^cign 
Vnited Stales Foreign Policy o Poslii-ar Rec^ery Progra^ 
and R. W. Baniett in my Foreign Economic Relations of the Untied Sla -c 

Sec The Economist tl.cndm). July 17. 19-8 and January 15. 949 T/.e East- 
ern Economist. June 23. 1948; and the Financial Tunes (London). July 6, 1948. 
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Budgetary and monetary reforms are especially imperative. The United 
States Control Commission has already imposed a balanced budget, at 
least on paper (foreign aid provides 40 per cent of the budget receipts) 
and has improved somewhat the control system. But the currency prob- 
lem is far from solved. Tlic note circulation, virtually wipped out in 
l‘>44. was 10 times pre-war at the end of 1945 and 40 times at the end 
of l‘>46; bv the end of 1946. the price level was 150 times the pre-war 
level — this was the second round of inflatioti — and the external value of 
the drachma was down from 150= 1 dollar in early 1944 to 8,500 late 
in 1947. Strong measures by the Control Commission and the ERIC 
as well as other aid. seem to promise continued improvement. But the 
fundamental agricultural reforms (inclusive of irrigation and hydni- 
electric develojnnent), iiuhistrializatiotL substitution of domestic output 
for nnj)orts (e.g., coal), recapture of foreign markets, political stability, 
anil elimination of unprorluctivc middletnen and government pensioners 
seem a long way off.*” The Progress made in reconstruction and in 
monetary reform has been significant, though inadequate. In 1948. 
there was a substantial rise in output ; but inflation continued as a threat. 
Even hy 1952, the problem of the balance of payments would continue 
to he troublesome: and the ambitious program of the FAO still seemetl 
largely in the dreamers' stage.*” * 

C/cthoslo\akia, Hungary, and Poland 

In order to save space, we shall comment but briefly on other coun- 
tries. In many respects, the results are similar, all countries suffering 
from dollar shortage. 

In this volume we presented the most important parts of the 1946 
Two-Year Plan of Czechoslovakia, the Three- Year Plan of Poland, and 
the 1947 Three- Year Plan of Hungary. As has been noted, Yugoslavia 
in 1947 adopted a Five-Year Plan. These countries all embarked on 
large investment and nationalization programs and broke up large 
landed estates. In their trade, they looked increasingly toward Moscow, 
especially once United States credits were excluded; but the U.S.S.R. 
coukl not satisfactorily fill the gap left by the deterioration of econontic 
relations with the West. 

In Poland the accomplishments in the industrial sector in the first 


* Especially Slate Dept. : 77ic liuropean Recovery I’rogram, Studies. 

Greece, pp. 1-27; also see Pinal Report on Foreign .-Hd, pp. 190-208; UN: Eco- 
nomic Report, ch. 6; Hearings House Committee on Foreign Affairs: 

I’niled Stales Foreign Policy jor a Posl-lf’ar Recovery Program, II, pp. 2011-t7. 
espccwlly, pp. 2043-16. 

**“(MF: FiiiaiiCMi/ Ncu's Survey, December 9, 1948, p. 191 ; and OEEC: Interim 
Report o»i the European Recovery Program, pp. 48-9. 
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half of 1947 clicckecl reasonably well with the ^oal> set. I’lanning was 
largely concentrated on this segment of the economy. Unfortunately, 
crop failures brought serious setbacks in agriculture. In a ^evi^ecl plan 
of the middle of 1947, it was found necessary to reduce investment and 
to raise consumption : the I’oles had overestimated foreign aid and under 
estimated the relation of consumption and productivity.'*'’ 

During 1946 and 1947, economic conditions in Czechoslovakia. 
Hungary, and Poland improved, though with interstices of declines. The 
rise in industrial output for the first to the fourth <iuart(T of 1946, and 
from the latter to the tliir<l (piarter of 1947 was as follows (in ])er cent) : 
Czechoslovakia, 24 and 7 ; Poland. 27 and 16. Like other European 
countries, both those with advanced planning and others, the.se countries 
suffered a setback in the middle of 1947. As might be expected in the 
advanced {ilanning economies, investment gained more than other activ- 
ities. Thus Poland's production in major investment goods industries 
rose by more than 1(X) per cent from the first quarter of 1946 to the last 
cjuarter of 1947, while the rise for ten European countries was only 40 
per cent. In agricultural output, the Eastern countries lagged: output 
for Czechoslovakia, Hungary, and Poland was but 73, 55. and 45, re- 
spectively, in 1946-47 relative to 1935-38. (For a large part of Europe, 
the total index was 75 — allowance should be made for losses of terri- 
tory.) Favored by large imports and losses of population, Czechoslova- 
kia and Poland in 1946-47 had 11 and 6 per cent more commodities 
available for home use per head of the i)opulation than in 1938, and 
this despite low productivity. The average for fourteen countries was S3. 

Undoubtedly, the most unfortunate development for these countries 
was in their foreign trade. Despite agreements with the USSR, the 
cutting off of Western funds required readjustment of plans and in par- 
ticular a pruning of investments. W'hereas from 1938 to 1947 Western 
Europe (exclusive of the USSR) increased the dollar value of its cx- 
|K>rts by 39 per cent and of its imports by 73 per cent, other Central 
and Eastern European countries (cxchisive of Germany and the 
USSR) experienced a decline of exports by 30 per cent and a rise of 
imports of but 22 per cent. In volume. Czechoslovakia's imports in 1947 
(nine-month average and exclusive of UNRR.A shipments) were but 82 
and exports 50 (1938 = 100), and for Hungary, all cxjjorts and imports 
48 and 25, respectively. Large reparations further weakened the eco- 
nomic position of some Central and Eastern European countries. Witlt 
credits of Western countries virtually exhausted in 1948, Ea.stern coun- 
tries will liave to effect even larger readjustments. One of the most dif- 
ficult problems facing these countries is the extent to which their econ- 
omies are to be integrated with that of the USSR. Are they to be com- 

Especially Paul Sweezy: Socialism, Ch. 4 (McGraw-Hill, 1949). 
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plomctitary to. or competitive with, the USSR? Poland, Hungary, and 
^ ngoslavia require from Czechoslovakia and the I'SSR imports, for- 
merly ol)taincd from Germany ; and some of the ]'?astcrn countries re- 
ejuire suhstitiites for German markets.'*’ 

Since this was written, tliese governments have released more re- 
cent information. In line with closer ties to the USSR. Poland increas- 
ingly resorts to nationalization, attacks on the rich pcasjints, compulsory 
savings, price controls, and the like. "I he country apparently reached 
Its 1947 goals, though with varying success in difTerent areas. By 1949, 
the rise in nation income required is more than douhle that of 1946; 
and the targets for P)47 >eem to he at about one-third of the way toward 
the 1949 goals. In Czechoslovakia, the government rc|)orts from lanu- 
ary, 1947, the first month of the Two-Year Plan, to May. 1948, a rise 
of industrial output (e.xchisive of food processing) of 3S.1 per cent, of 
employment of 10.2 per cent, and of productivity of 25.3 per cent. In 
Czechoslovakia, the country also proceeds to nationalize, the wholesale 
trade being taken over in 1948.^- 


India 

Brief comments are in order for India, the Argentine, and the United 
Stales. 1 he famous Bolnhay Plan was useful largely in that it stimulated 
the government to produce plans of its own. Little progress has been 
made so far. lotal costs of proposed Central and I’rovincial Five-Year 
Plans were to be 13 billion rupees, or about $4 billion, of which the 
central government would provide about 10 billion rupees. These plans 
are imich more modest than those of the Bombay industrialists; both the 
political division of India and the unavailabilitv of foreign capital, ag- 
gravated by the blocking of pound sterling, influenced the Plans. Ac- 
cording to releases of the Government of India Information Services, 
the government early in 1947 embarked on an Indian T\'A. and also 
announced the government’s interest in control and development of 
designated key industries and in industrialization; and it promised a 
reexamination of the problem of nationalization in ten years.®® 

The reader will find a discussion of more recent plans (1946) of 


Figures from A Survey of the Economic Situation and Prospects of Fiirov. 
csi)ccially y>. 1-44; also see Final Report oh Foreign .-lid, pp. 353-427: UN ' 
heoHomte Dn'clopinent ih Selected Countries. (1947), pp. 197-236. 

of Comtncrcc: Poland, Summary of Economic Condiliotts, 
Atay. |p. 1-12; IMF; Financial A'cicj .Vi.rt-o', August 19, 1948, p. 59; Tne 
Financial Tunes (London), August 24, 1948. 

"L)N; Economic Dn-elopmeut in Selected Countries, pp. 151-82- and Govern- 

rClcr''%7'ApX 
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Provincial Governments and the Central Government of India in United 
Nations: Ecouowic Dcvclof>mcnl in Selected Countries.^* Aside from 
the 1945 addition to the Bombay Plan (on Distribution and State Con- 
trol), the United Nations volume presents details of the Provincial and 
Central Government Five-Year Plans. It will be noted that the amount 
involved ($4+ billion) is not much different from the $4.2 billion 
given in ^94 for the tirst five years under the Bombay Plan. Unfortu- 
nately, however, prices were much higher by 1946 than in 1939, the 
price level assumed in the Bombay Plan. In 194S. Mr. Birla. one of the 
signatories of the Bombay Plan estimated total investments for the next 
five years in the new Dominion of India at $3.7 billion, of which 62 
per cem would be on government account. This amount, when adjusted 
for a rise in prices of roughly 200 per cent, was less than one-third the 
amount suggested in the Bombay Plan. Investments would fall to but 
4.6 per cent of income.^^ 

With the division of the Sub-Continent of India into Pakistan and 
India, further revisions were required. The latter accounts for Va-’/i 
of the population and area and for the more fertile lands. 


The Argentine 

The Argentine s Plan is still far from fulfillment. In 1947. employ- 
ment in industry was still but 14 per cent in excess of 1943 and but 5 
per cent above 1946. Serious shortages of dollars, evident in large 
losses of reserves, forced i-atin American countries generally to mod- 
erate their investment and import programs.-’’® Nor were there signi- 
ficant improvements in the first half of 1948 



The United States 

In 1947 and 1948, the problem in the United States was inflation 
and not. as was adumbrated in at least one of the reports of the Council 
of Economic Advisers, inadequate demand. Indeed, the January, 1948 
reiKirt of the President dwelt on long-range objectives: development of 
natural and human resources, increased productivity, and the support of 
institutions favoring a high production economy. But inflation was the 
important immediate problem. Continued expenditures for foreign as- 
sistance and rearmament, in turn contributing to continued high levels 
of investments and consumption, are the inflationary factors in the 
situation; and as long as they continue, the country need not worry 


“ October. 1947, pp. 1S0-S2. 

"IMF: International financial Notes, June 24, 1948. pp. 36-7. 

Economte Report, J94S-4/, pp. SO-7; Economic Dei'chpinenl in Selected 
Countries, pp. 18-48; Final Report on Foreign Aid, pp. 445-64 
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over deficient demand. The President sensed the dangers and proposed 
adecpiate measures; hut neither the Joint Economic Council nor the 
Congress was compliant.^" As we noted in Chapter IX. the President 
and Council were specific in January. 1949, on the twin objectives of 
stabilization and equity — and proposed long run programs. 


Xonvay and the Xcthcrlands 

Unable to ol>tain re<iuircd imports. Xorway also had to reduce its 
inve''tmenl progratu, as outlined in its jilan for 1947. Nevertheless, the 
government is })usbing ahead on an ambitious program. In May. 1947. 
total industrial production stotxl at 122 per cent (1938= 1(X)) ; and in 
the first half of 1947. outptit of capital gi>ods at 123. ami of consumer 
goods at 122; bvit output of export gottds stood at only 79. From a dis- 
investment <tf 3.1 per cent of national income in 1945, investment rose 
to 24.7 per cent in 1947. and is estimated at 17.9 per cent in 1948.^'* De- 
spite the inflated supply of money — ()16 per cent of pre-war — the cost of 
living on Jul> 31. 1947 was Imt 61 per cent, and wholesale ])riccs 79 per 
cent above the 1938 average. Despite substatitial budgetary deficits, the 
government was able to keep inflation uiulcr control by a monetary 
freeze and by wirlcspread use of efTcctive controls, inclusive of wages. 
W ith adeijuate consumers* goods, with large parts of the excess money 
in the possession of business, and with excesses being sijihoncd off by 
the governmettt, suppressed inflation did not interfere seriously with 
incentives. Pressure to recautp losses in investment activity in part ac- 
counts for the cojitinued deficit in the balance of payments and the need 
for EKP aid.-^" 


In matiy resjrects, the problems of the Netherlands are similar to 
those of Norway: but on the whole they arc more intractable. In the 
pre-war, the Netherlands <lepcndcd largely on foreign investments, 
earnings from the Netherlands East Indies (NEI), and shipping and 
entrepot trade to cover an excess of imports over exports of $2(K) mil- 
lion, or one-third the value of exports. Now these invisible earnings are 
largely gone; and the Netherlands faces a deficit of $795 million in 
1947, and, with all countries not partieijuting in the ERP, a deficit of 


” The Iictmo»tic Report oj the President (January, 19481, pp. 46-52; Joint 
F.conomic Report-. Report of tfjc Joint Committee on the January 1948 Economic 
Report of the President. (May 1948). especially pp. 2-10; and my statement before 
Senate Banking and Currency Hearings on Svtional (1948), 11, pp. 

575-81. 

International Monetary Fund: /ritcritotioHaf Financial Notes (June 3, 1948), 

P. 11. 

* Especially, State Dept.: The European Recovery Program - Country Studies, 
Noru-av. especially, pp. 1-31. 
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$2.8 billion over four and a half years ending June 30. 1952. The large 
investment program calling for $1.9 billion of expenditure.^ over three 
}ear.s is largely oriented toward building up shipping income and re- 
placing goods previously imported with domestic outj)ut, and to stimu- 
lating new export in<!ustrics. These are large deficits atid inve.stmeni.s 
for a country with an income of about $4 billion iji 1946. For 1947, in- 
vestments estimated at close to $1 billion should exceed 20 per cent of 
income, and the average aimual deheit iji the balance of payments over 
four vears, about 15 per cent of 1946 income. As a restilt of damage in 
the war, the loss of the (ierman and NEI markets, the warfare in the 
XEI, and other adverse factors, output, and especially consumption, in 
1947 were far below pre-war. Only stringent tax and di>tributive meas- 
ures enabled the country to gel on without much trouble. The disaj)- 
]K)inlincnts in 1947 were due especially to warfare in the XEI, the 
slowness of European recovery, and, of course, d(»llar shortage.'*'’ 

Norway showed furtiier progress in 1948 although the adverse bal- 
ance of payments remained large and the planners had underestimated 
imports and overestimated housing expenditures. Relying upon a rise 
of national income of 15*20 per cent above 1948 by 1952-5.3. and a 
net investtnent program requiring 24 per cent of the net national in- 
come, the planners ho|)e<l to raise the standard of living to the pre-war 
level and largely to eliminate the dollar deficit. The Netherlands also 
expects an improvement in its balance of payments, in 1948-49 esfie- 
cially from a large rise in exports and a reduced dependence on dollar 
markets for imports. Production would rise greatly in the next four 
years, and the standard of living would equal that of pre-war.^* 


Planning on an Inlcrnational Scale 

As a result of the EKP, the OEEC ((Organization for European Eco- 
nomic Cooperation) countries (the 16 participating countries aiul West- 
ern Germany) joined their planning cfTort. Each country presented a 
plan in the latter part of 1948 for the four years ending 1952-53 ; and 
the OEEC in turn reviewed these plans for internal consistency.*- (We 
liave used some material from these plans earlier in this chapter.) 


"lispccially The European Recovery Program: Country Studies, The Nether- 
lands. pj), 1-33. , ^ . 

"Report to EC A on the Pirst Annual Programme, pp. 52-5; Interim heport 
on the European Recot’cry Program, I, pp. 138-41, 161-5; h. R. Klein, ‘‘PKiiiiied 
Ecuii'miy in Norway," Ameriean Economic Revieto, December, 1948, pp. 795-814. 

‘’OEEC: Interim Report on the European Recovery Program, I, December 30, 
1948; also see UK: European Co-operation: Memorandum Submitted to the OEEC 
Relating to Economic Affairs iVi the Period to 1953> Cmd. 7572, December, 
1948. 
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According to the plans of the individual countries, the gross national 
output in 1952-53 would l)c 20 j)cr cent higher than in 1938 and 35 
l)cr cent above that of 1947. Whereas the normal expansion of industrial 
and agricultural output was 3 ])er cent per annuin. the composite j)lans 
call for a rise of 7 per cent per annum. Unfortunately, the OEKC does 
not share this optimism. This outcome depends upon a large volume of 
investment: upon a rise in man-hour output of 15 per cent: upon the 
availability of the re(|uircd su]>plics of raw materials; upon the capacity 
of Western Europe to finance the large excess <tf imports contemplated ; 
upon (related) the success with which an excess of “soft” ctmrencies cai^ 
be converted into dollars: upon (related) the cajwicity of Western Eu- 
rope to make substantial relative gains in workl trade; upon (related) 
their success in sejueezing the United States manufacturer out of mar- 
kets both in the Uinted States and elsewhere; and \ipon the achievement 
of sound motietary and fiscal policies. 

Impressed by internal inconsistencies of the jilans (e.g., excessive 
capacity in oil refining, more exports than imports in intra-European 
trade), by the likely difficulties of obtaining raw materials, inter alia, 
the (^EEC was less sanguine than the planners of each country: the rise 
of output would be stibstantially less than suggested. Even iti 1952-53, 
the standard of living woukl be significantly lower than in 1938. and a 
disequilibrium iti the dollar market would still prevail. Meroic measures 
for producing goods in Europe that might otherwise be imported from 
overseas, for strengthening intra-European trade tics, for raiding the 
markets of the United States, for developing the overseas territories, 
for meshing the various economies — these aiul other policies might help 
bring about the end results suggestetl by the jiarticiixiting countries. 

Conclusion 

This survey of recent history suggests that plans, even well conceived, 
may easily be upset by untoward economic or political developments, 
or tnerely by bad weather. Frequently the goals set by the planners in 
1944-47 have not been reached in the years 1946-48. One explanation, 
atul perhaps the most important one. is the deterioration of political 
conditions, which accounts largely for the reduced amounts of foreign 
credit available to niony countries and hence in part for the annoying 
deficits in the balance of payments and the failure to carry through am- 
bitious investment programs. Inflation and curtailed output generally 
also stem partly from the unsatisfactory political and military situation. 

Yet it would be a mistake to blame untoward developments, inclusive 
of the bad crops of 1947, exclusively for the disappointments. A second 
factor is certainly the quality of the plans. In some countries, planning 
is in a primitive stage : clearly where the government does not take re- 
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sponsibility for the allocation of resources and the distribution of the 
output, planning is not in an advanced stage: and hence the govern- 
nient's responsibilities are limited. In many countries, planning amounts 
to little more than a blueprint of objectives and suggested legislation. 
In others fe.g.. the United Kingdom), the government is prepared to 
offset fluctuations in the private economy and to assume limited control 
of the movements of economic factors. Planning in the United States 
does not even go this far. In countries indulging in comprehensive and 
advanced planning, the government should more properly be held ac- 
countable for failure to reach goals. But irrespective of the degree of 
])la!ining. many of the current difficidties originate in had blueprints — 
as might he expected in view of the present state of planning. Planners 
have often failed to integrate plans with those of other coiuUries: to 
reconcile investment and consumption objectives ; to fit these into the 
patterns for international equilibrium ; and to relate wage, price, and 
exchange policies to the programs for allocation of resources and in- 
ternational equilibrium. 


Printed in India. 



